INTERPRETATION OF FINANCIAL STAT 


CHAPTER-11 


Required: ° g 5 industry. 
Pi Compute BL’s ratios for comparison me ai _— em i ty 
wee ii son for varia 
(b) For each ratio. give one possible rea Spring 2n h 
a2] 
rere (SKL) deals in a single product. Following are the summarized financial Staten, 
miter a a 


of SKL for the year ended 31 December 2017: 


ial position 

Statement of financi S017 2016 
Rs. in million 

410 240 

90 200 


Fixed assets 
Current assets 


Sales 


Cost of goods sold 
i 280 260 Gross profit eee 
sie loan 170 100 - Selling and administrative 


Finance cost 
Net profit 


50 80 


500 440 
Additional information: ` i 


G) With effect from 1 January 2017, selling price was decreased by 5% t0 boost saly 
volume. 

(ii) During the year 2017, suppliers demanded price increase of 4%. SKL resisted the price 

` increase. However, both parties agreed to reduce the credit period. 

(iii) SKL had been running its business in a rented building whose annual rent ws 
Rs. 15 million. During- the year, SKL purchased this building for Rs. 200 million, Fund; 
were arranged partially through a long-term loan, Useful life of the building į 


Current liabilities 


at 40 years, 
(iv) 75% of the selling and administration cost incurred in 2016 was fixed cost, 
Required: 
(a) Compute the following ratios for 2016 and 2017: 

e „Gross profit margin ° Net profit margin 

. Return on assets : . 


n t Return on capital employed 
. Debt equity ratio Current ratio (Ch 


. 
(b) Keeping in view the above information, comment ili iquidi tie 
( OPSE eae > ent on profitability and liquidity ar 


{Autumn i) 


752 s ie 


Scanned with CamScanner 


| pod assets 
i 


rt aw! ng a 
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INTERPRE 
RETATION OF FINANCIAL STATEMENTS 


ard Limited (KL): 
Position 


2018 2017 2016 
=----+---Rs, in '000--------- 


12,50 
res 0 10,800 11,800 
| penton 4,000 4.500 
phos ` 4,200 3,200 
cash 2 800 i 
8,200 8,500 6,900 
20,700 19,300 18,700 
eyi and reserves 10,400 9,000 8,600 
tang term loan 4,400 5.000 5,600 
curent liabilities: 
an 3,500 4,400 
-pank overdraft 1,500 ` n 
accrued expense 900 900 
5,900 5,300 4,500 ` 
20,700 19,300 18,700 
Statement of Profit or Loss 
2018 2017 2016 
---------Rs. in '000--------- 
Sales 27,000 24,400 21,000 
Cost of goods sold « (21,300) (19,400) (17,200) 
Gross profit 5,700 5,000 | 3,800 
Operating expenses (3,400) (3,000) (2,400) 
Finance cost 300 (350 400 
Net profit 2,000 1,650 1,000 
Required: 
| @) Compute working capital agile in days and liquidity ratios for 2018 and 2017. (11) 
| © Suggest three possible measures that can be taken by KL to improve working capital cycle a 
{Spring 19} 
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Question-9 


Limited (SL) and its COMpetito 


; r > of Shispare . 
Following are the summarised — ies c p Tig 
Limited (TL) for the year ended 31 December 2019: 
— Statement of financial position 
y SL 
SL TL Equity & liabilities a A 
Assets Rs. in million pa at Million 
Fixed 5,400 7,800 Capital and reserve: ta M 
he Aree Long-term loan ‘900 is 
Urrent assets: 


Current liabilities: 


k ci ae Creditors 
es ‘i Accrued expenses 
ash 
8.700 11,100 3,800 


14,100 18,900 14,100 Ea 


Statement of profit or loss 


SL 
— Rs. in million — 
Sales 1 pio 
Cost of goods sold . a en 
Gross profit f 7,600 
Operating expenses (3,500) (4,909) 


Finance cost A — eo nny 
Net profit 1,550 2100 

Required: 

Compute relevant ratios for SL and TL to assess which company seems to: 

(i) give more incentives to its customers to pay on time 

(ii) avail extended credit terms from its suppliers 

(iii) be more efficient in the use of capital 

(iv) keep lower selling prices to gain the market share 

(v) have better liquidity position 

(vi) have higher ability to convert its assets into profit 

(vii) control operating expenses more efficiently ‘ 

(viii) have higher ability to raise bank loan in future (16) 


i (Spring 2020 0.06 
Question-10 l . 


Ratios are computed by using numerical values from financial Statements to 
about an entity, However, due to inherent limitation 
financial situation. ‘ 


gain meaningful information 
S of ratio analysis, it may not reflect the correct 


Required: 
Briefly explain any four limitations of ratio analysis, : 0 
(Autumn 2020 Q2) 
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RPRETATION OF FINANCIAL STATEMENTS 


sion d is considering to take some of the 
vac Lim reh 2021 in order to show better fi 
eo 31 Mal 

dne? 


following measures d 

nancial performance; 

balance of a major supplier from bank overdraft facility 
» Haida 7 

Pay °° 


, ring stock items at a price equ 
( sell slow moving 


uring the last week of the year 


and avail 5% discount. 
al to cost. 

ver debtors” balances by offering cash discounts of 10%, 
arora credit terms of 90 days which would increase sa 
oiler e 


les at existing margins. 
ispose-off some non-current assets at pain, 
Dispos 


r i ios as per 
nial ct (increase, decrease, no effect) of each of the above measure on the financial ratios as p 
effe 
sate Ne" ormat: . 
ms “a (i) (ii) (iii) (iv) (v) 
ati 
} Gross profit margin 
z Net profit margin 
) Current ratio 
A Stock turnover (times) 
) Return on non-current assets m 
e , 
it (Spring 2021 Q 6) 
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ICAP PAST PAPER SOLUTIONS 


"ar h O ting Cycle = Debtor's Tumover Days + Stock Turnover Days - Creditor Turnover 
‘ash Operatin = 
Days 
i = 60 (W-1) + 72 (W-2) - 54 (W-3) 


: en the payment f 
i i iod of time that elapses betwe 
e calculation signifies that the perio 
inventories and the collection of cash from customers In respect of their Sale is 78 
as i i 100. 
i to finance the investment in inventories for that time per d 


WORKINGS 
(W-1) Deb 50 

Average Debtors =——x 360 = 60 Days 
Debtors Turnover Days = — Credit Sales x 360 300 a 

alee 30 2 
Average Stock a = 72 Days 
= —————— x360 = -z7 X 360 ay: 
Stock Turnover Days Cost of Sales 150 
(W-3) ; 21 
Average Creditors = 
. = SE 360 = — X360 = 54 Days 

Creditors Turnover Days Credit Purchaes 140 . 


r 


(b) LIMITATIONS OF RATIO ANALYSIS 
(i) Limited Comparability: 
Different firms apply different accounting policies. Therefore the ratio of one firm cannot 
always be compared with the ratio of other firm. Some firms may value the closing stock 
on weighted average basis while some other firms may value on FIFO basis, Similarly 
there may be différence in providing depreciation of fixed assets or certain of provision 
for doubtful debts etc. ‘ 


(ii) False Results: i 
Accounting ratios are based on data drawn from accounting records. In case that data is 


incorrect, then the ratios will also be incorrect. 

- (iii) Effect of Price Level Changes: 
Price level changes often make the comparison of figures difficult over a period of time. 
Changes in price affect the cost of production, sales and also the value of assets, 
Therefore, it is necessary to make proper adjustment for price-level changes, for a good 
comparison. ; 

(iv) Qualitative factors are ignored: : 

Ratio analysis is a technique of quantitative analysis and thus, ignores qualitative factors, 
which may be important in decision making. 
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2018 
„rert assets a Ione 
armet liabilities T527 336:1 m Is 
Tys: 


Current assets — Inventory 
Current liabilities 


Average debtors 
= Credit sales 


x365 | (@5+185)~ 212075 
120 


X 365 63 11 day [G5 + 25) + 2130 
E 


135 


* 36581.11 days 


[6+ 1875) +212238 
90 % 3859076 days | [304+ 26)- 21282 
ya | AON + 26)— 21282 


X 365 101.66 days 


10125 


1047+ 13)=2)1385 


(90+ 26=1875)forzs * 3655198 days [as +147) + 211485 


(101254304 ze] 110565 * 365 5130 days 


age days to collect receivable Days Days 


ge inventory holding period ie iol 66 

: ime to i 3 
| is: Average time to pay accounts payable 51.98) 51.30) 
; 101.89 131.47 


| Comments 3 
The Beas heim as tee vot the current ratio and the quick ratio, 

appears nger. However, the working capital cycle of the company is getti 

longer in 2016 as compared to 2015. uae ee 

The company may face liquidity problem in future, as debtors days are increasing and a large 

cash is blocked in inventory. 

Higher investment in working capital would result in decrease in-ROCE and Retum on 

shareholders’ equity. 

The increase in debtor’s days may suggest inefficient collection of amounts due from debtors. 


Current Assets _ (W — 1)1,600 


T a = 201:1 
_ Current Ratio.= cent Liabilities ~ (W- 2798 : 
i Current Assets — Inventories _ (1,600 - 850) _ 094: 1 
een ee p O a 

a d ; ratia Current Liabilities 798 

M Geari Long term debt -750 L (1600-850) _ 44 
if Be Ratio:= Share capital and reserves + Long term debt 1,702 at na +750) 
EO) ® Interest _ Profit before interest and tax _ 130.5 _ 40+ = ue x E 

pe over = Interest expense 67.5 (ç mo 

$ Av. Trade receivable _ 600 365 = ——_~ = 161 days 
Ú) Receivables days = editas —*20° = 1360" 365 = 71,700x80%) 

A 100) +2 
BO) ty Average Inventory geg 475 x365 = at > oS x365 = 15° days 
; ventory days = stof goods sold 1,155 on n i 

319.2 eitan x365 =. 61 days 


Av, Trade payable 365 = x365 = ee 
j + . 
Credit Purchases * 7,905 T9050 J] 


w Creditors days 
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WORKINGS 
(W-1) Total assets = Non-current assets + current assets 
2,500 = 900 + C.A 
C.A = 1,600 oo 
(W-2) Total assets = Equity + Non-current liabilities + current liabilities 
2,500 = (800+152) + 750 + GL 
: C.L = 798 
(W-3) 
Dr. ` 
b/d T 


Purchases (bal.) 


Answer-4 ; 

a) While analyzing liquidity positions of DFL, it is noted that current ratio has steadily increased 
over the years and is better than industry average. However, the quick ratio has steadily declined 
and is even lower then industry average. This’is a clear evidence that the increase in liquidity iş 
caused by an increase in inventory ‘ 
Further, by considering the nature of highly perishable inventories kept by a dairy food company, 
it is a possibility that DFL may bear high inventory losses due to short expiry . 

Based on the above, I do not agree with-the claim of DFL’s directors 


b) Profitability ratios 


A Limited 


Profit After Tax 15,547 
m —— = 9.62 
| “ a “ nae ts ji é 
Gross Profit 26,440 
P| ross Profit/sales ratio A ser *100 761,600 x100 = 16.36% 
` Return on capital Profit before interest & tax 15,880 + 720 _ 
B esa ‘Avg. capital emplyed 2° | 16yo — *100 = 32.11% 


23,038 soya 
mim 100 = 10464 


39,630 
720,150% 100 = 18% 


23,447 + 2,313 


23447 +2313 topna 
72114 436057 7 


23,447 + 2,313 
161,806 


Profit b [| 
ofit before int. and tax 00 15,880 + 720 


15914 
Avg. total assets 99,480 pista 


x100 = 16.69% 


Company B's gross profit and net profit ratio is slightly higher: as compared to Company A. The 
difference is not significant and may be on account of higher level of sales resulting in lesser fixed costs 


per unit. , : 
Company A’s return on capital employed ratio and return on asset employed ratio are better than 


Company B, because Company B has accumulated large balances of cash despite of availing long te™ 
loan. Had Company B had used its cash balances to pay off the long term loan, it would have both 0 
these ratio better than Company A 
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Current Asset 


(Current Assets ~ Inventory ) 


Current Liabilitie s 


3730 au 
53.635. AAP umes 


113,730 — 20,000 
53,635 


on = 1.36 times 
65,020 — 21,700 
atata iN 
47,790 


= 0.91Times 


= 1.75 times 


é Bh it appears that tl i 

3 ; ; hese ratios are better than 

; company A due to substantially high amount of trade debts in term of percentage of sales as sales days. It 

. se : Prove irrecove ` > indicati 

i ee in debt collection as well. l rable. Moreover, they may be indicative of 
in? 


fficien 


3 
= 
uw 
2 
4, 
Nn 
kag 
a 
— y 
E] 
z 
ee 
= a 
© 
wn 
0 
i 
pe 
a 
eo 
a 
oO 
io” 
g 
Nn 
3 
gp 
< 


ebtor 
ele days x365 = 55.27 days | = 44030 


= = days 
720150 * 365 73 day 


nventory *| 20,000 
mae days Q Tac qen *365 = 58.60 days 720150 x365 = 40.44 days 
Avg. Trade Payable 145.135 
Craditourchase 365 135,160 x365 = 96.65 days 180 599 %65 = 91.26 days 
Inventory days + debtor days— | 58.60 + ai = 
Creditor days days 55.27 — 96.65 = 117.22 40.44 + 73 — 91.26 = 22.18 days 


Stock turnover of Company B is better than that of Company A. Company B is turning over its stock 9 
times whereas company A is doing it 6 times a year. 


Company A is more effectively collecting it’s debtors than Company B. This.could also be due to the fact 
that Company B is following a lenient credit policy to attract-more revenue. This fact is also supported 
from higher stock turnover ratio of Company B. 

Company ‘A have availed better credit facility from its creditors but it may have forgone some settlement 
| discounts which might have resulted in lower gross profit ratio than that of Company B. 


Answer-5 


i | Ratios | Reasons eserves with Reason for fluctuation with Industry 
4 previous year __: 


T In line with previous year. No Lower than industry _ 

e The company is in initial phase and may have 
kept the selling prices lower than the industry 
to gain the market share. 

e The company may not have been able to 
purchase raw material at prices which is 
available to its competitors. 

ə The company may not have been able to 
obtain economies of scale in its production 

-which may have been obtained by its 
competitors. 

e Possibility of higher production costs. 
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[Debt to equity 


i 1 jous year: 
igher than previo i 
e Tight control over operating. 
costs. ve 
e Increase in other income. 
e Decrease in fixed cost per unit $ 
due to increase in sale. -a asi 
die meee a e Lower gross profit and net profit margins, 
ae -Je Lower leverage- ee 
ts resulting in higher equity 


e Reduction int 
e Decrease in equi 
e Distribution © 
ower than previous year: 


e - The company might have 


`| e Long term loan paymen 


e Decrease in equity might be due 


industry however, the difference jg 
d to lower gross profit margin 


erest rates. 


ity might be due|¢ Higher net asse 


Reduction in int 


of shares. 
f profits from 
vhich resulted in 


to buyback 


quity ratio is lower than the 


industry, company might have obtained 
running finance or might have availed 
extended credit terms from suppliers. 


previous year V 


decrease in equity. s A 
Lower than industry 


Since the debt e 


ance 


obtained running fin 
rations in| ° 


facility to fund it’s ope 
the current year. 
ts might 


have become due in the next 12 
month, which decreases the ` 


current ratio. 
Decrease in current assets due 


to better inventory 
- management/ reduction in credit 


period of debtors. 
igher than previous year ` 
Decrease in reserves due to 
dividend payout. . 
Further debt obtained during the 


period. 


Lower than industry - 
Being a new entrant the company may be in the 


phase of expansion thereby raising debt 
accordingly. f 


to buyback of shares. ; 


‘|In line with industry. 


Increase in current liabilities 
might be due to increase in 
credit period. 

Decrease in current assets 
which might be due to greater 
stock turnover or better 
inventory management. 

By giving lower credit days to 
debtors. _ 
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peprison of BL's ratios with industry ave 


rage and Possible 
: reasong fe i 
(a) BL’s ratio IF Variation 
(b) Reasons 


| 
for Variation from industry 
. 


Just 
Purchase H 


| poses ed 


i Of raw material at higher prices 
as Compared to jts Competitors 
Inability 


to obtain economies of weale in 
Productic 


lon 45 Compared to its 

Ompetitors 

* Higher Production costs dus to 
Incfliciencies 

Deliberately keeping selling prices lower 

to pain the market share 

wer than industry 


| 
| 
| 
| 
BL's Bross profit margin is 6.4% lower 
than industry (16.6% Vs 23,5%) whereas 


Lo 


Net profit margin 


Net profit margin is only 3.9% lower 
21,000 *100 which indicates that BL's operating 
Expenses as a percentage of sales are 
poproxiraately 2.9% Jower than the 
indust 


Lower than industry 
" Since gearing ratio is lower than the 
industry so BL might have: 
=- obtained running finances as 
compared to long-term financing 
by the industry . 
~ availed extended credit terms from 
suppliers 
Low inventory levels are maintained by 
BL 


7.70% 


Current ratio 


Shorter credit terms are piven to debtors 


Lower than industry 5 
* Difficulty in raising long-term finance 


37.5: 62.5 


3,000 from banks due to low profits 
e Running finance or extended credit terms from 
4,000 + 1,000 + 3,000 


suppliers are available forBL 
Lower than industry 
= Lower profit margins 
Relatively newer non-current assets have 
higher carrying value 


21.33% 
1,150 + 450 


7,500 


x 


32.90% 


. 20.00% 
1,150 + 450 


4,000 + 1,000 + 3,000 


Lower than industry 
* Lower profit margins 
High shareholder's equity 


x100 


Lower than industry 
= Lower profit margins 

= Higher shareholder's equity/low gearing 
ratio 


4,000 + 1,000 
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Answer,7 
(Q)_ SK Traders 


Computation of ratios 
i) Gross profit margin 26.42% (98 + 371) x 100 30.00% 90 + 300) x 100 nn 
ii) Net profit margin 8.09% (30 + 371) x 100 7.33% (22 + 300) x 109 

8.60% (30 + 13) + 500 x 100 6.82% (22 + 8) + 


Pei inmo fonarni 
iv) Return on capital employed | 9.56% (30 + 13) + (280 + 170) x 100 | 8.33% ( (22 + 8) + 260 +o Tae 100) x Top 
0.38 170 + (280+ 170 028 100 + (260 + 100 


_ 2 
1.8090 + 50 2.50 200 + 80 


(b) (i) Profitability: 
In 2017, gross profit margin of SKL has reduced from 30% to 26.42%, However, 
Gross and net profits amounts have been increased by Rs. 8 million- mainly due to: 


° Increase in sales volume as a result of 5% decrease in selling price, This 
resulted in increase in gross profit by 8.89% (98-90) +90 x 100). 
° Acquisition of building has resulted in savings in expenses as rent Saved (Rs, 
15-million) is higher than the depreciation (Rs. 5 million) and increased in 
è finance cost (Rs. 5 million) 


Since 75% of selling and administrative cost was fixed, expenses, did not 

increase due to increase in sales volume (Economics of scale) 

(Gii) Liquidity: 
The decrease in current ratio from 2.5 to 1.8 is net effect of the following: 


° Cash payment for purchase of building which significantly decreased current 
assets. 


Prompt payment to Suppliers which decreased the current liabilities, 


Answer-8 : í 
(a) Working capital cycle ‘ i ; 
k ` 2018 2017 ` 
a y $ Number of days ——— 
Average days to collect debtors : 50.0 37.4 
Average inventory holding period i 72.8 70.5 
Less: Average time to pay creditors (69.3) ; (75.1) 
. ‘ i , ; , 535 32.8 
- . 8500 
Current Ratio SamenbAnsety 


Current Liabilities 


Current Assets — inventory 
Current Liabilities 


Quick Ratio 


(b) Following measures may be taken by KL to improve workin 


(i) Negotiating better terms with creditors to avail maximum possible credit period; 
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ENTS 


Improvement in debtor collectio 

di incentives to customers); 

di) ) Establishing a credit evaluation departne 
to those which have history of late pay 


‘Period by Offering cash / Settle 


Ment discounts (Le. giving 


nt to improy 


€ debto 
ment or default t collection by avoiding selling 


Average debtors 


tors collection z 
Deb Credit sales * 365 


a 


(3200 + 1800)72 
a 8 365 
24,400 * 365 


3 


STA days 


(4200 + 3200)72 ; 
27,000 * 365 


Average inventory 


entory holding —— ventory 
y Cost of sales * 365 


(4000 + 4500)/2 
21,300 * 365 


(4500 + 3000)/2 
pe ah aAY) 
19,400 


70.5 days 


x 365 


eevee 


(4400 + 4200)/2 
19,400 + 4500 — 3000 
x 365 


| 7S.tdnys 


(3500 + 4400)72 
sree 2 
21,300 +4000 — 4500 
x 365 


Average creditors 


ditors payment 
ore Credit purchases * 365 


Ratios calculation 


_ Average debtors _ 2 2,700 


eo X 
Credit sales 365 = T6700 * 365 = 59.01 days 
TLis giving more incentives to its customers to Pay on time, 


3,200 
= x 365 = 32, $ 
= 35400 x 365 = 32,99 days 


Average Crebtors 2,900 i 4, 4500 
| Crebtor days = Credit purchases X 365 = T1400 X 365 = 92.85 days 


= 5 
= 77800 B00 x 365 = 59.08 days 


SL Is availing extended credit terms from its suppliers, 
ROCE = Profit before interest & tax 


_ 1,550 +250 


0 — x 100 = 17,48% BUS + 600 
x = = 17, = 
Average capital employed 20 8,400 + 1,900 


= 9,450 + 4,600 * 100 


= 19.22% 
TLis more efficient in the use of capital, 


5,300 7,600 — 
GPratio = OSs profit x 100 = Tero * 100 = 31.74% ° = Feapg * 100 = 21.47% 


TLis keeping lower selling prices to gain the market share, 


Current ratio = Current assets ane 200. = 2,29 times . = Ta = 2.29 times 
Current liabilities = 3,800 800 y 
Current — inventories 8,700 -4,800 _ = 11,100 - 7,100 = 0.82 times 
Quick ratio = =—————_ = 1.03 times 7850 
Current liabilities 3,800 f ’ 


SL has better liquidity position. 


ROA = Profit before interest & tax _ 1,550 + 250 
0A = x 100 = 74,100 
Average total assets i 


has higher ability to convert its assets into profit. 


2,100 + 600 
Soa = 14.299 
= 73,900 * 100 = 14,2 % 


X 100 = 12.77% 


— 4900 
3,500 x 100 = 13.84% 
= 20.96% 
Operating exp.rato = Operaning EXP. 100 = i670 * 100'= = 35,400 


This control Operating expenses more efficiently. 


_ 4,600 


= sa x 100 = 32.74% 
Gearing ratio = ___Debt 5450 + 4,600 *. 


1,900 

Eo = B400 + 1,900 
Equity + debt 8,400 + 1,9 

SL has higher abilit 


ility to raise bank loan in future because it is low geared. 


x100 = 18.45% 


x 100 
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T 
Answer-10 


(i) Historical 
All information used in ratio analysis is derived from actual historical results, This q 
that the same results will carry forward into the future. However, ratio anal 
pro forma information and compare it to historical results for consistency, 

(ii) Historical versus current cost 
The information on the income statement is stated in current costs (or close t 
elements of the balance sheet are stated at historical cost (which could ya 
current costs). This disparity can result in unusual ratio results. 

(iii) Inflationary effect 
If the rate of inflation has changed in any of the periods under review, this can mean 
numbers are not comparable across periods. For example, if the inflation rate was 100% it 
year, sales would appear to have doubled over the preceding year, when in fact sales di Ore 
change at all. dr 

(iv) Aggregation 
The information in a financial statement line item that is used for a ratio analysis may have 
aggregated differently in the past, so that running the ratio analysis on a 
compare the same information through the entire trend period. 


5 ney 


ysis can be tme 


edy 


O it), wher 
as "i 
ry Substantia pë 
Cd 


trend line does M 


Answer-11 


Ratios Measures 


No | 


Gross profit % No effect | Decrease | No effect No 
: effect effect | 


(b) | Net profit % | Decrease | Decrease | Increase | Increase 
| (©) |Currentratio | Increase | No effect | Decrease | Increase | Increae | 


(d) | Stock turnover (times) No effect kans ere k 
i l effect | 


|__| Return on non-current assets | Increase | No effect | Decrease | Increase | Increse| 
| (D [Quick ratio > | Increase | Increase | Decrease | Increase | Increase 
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ICAP QUESTION BANK QUESTION ` 


got rter and retailer of v i 
jsan impo egetable oils. Extra 
set out below. {racts from the financial statements for this year 


Sa gst are 
ee statements for the years ended 30 September 


Rs. ‘000° Rs, ‘000° 


genue 2,160 1,806 


i es 
an K (1,755) _. (1,444) 
(0 Pion costs 405 362 
l ministrative expenses : (130) (108) 
A pefore toX (260) (198) 
ome tax expense bs 5 
“profit for the period ` ——< 53 
| gatements of financial position as of 30 September ——S—= 
cg Year7 Year 6 
Assets Rs. ‘000’ Rs. ‘000 
Non-current assets 
property, plant and equipment . 18 72 
Current assets 
Inventories” 106 61 
Trade receivables 316 198 
Oh aa 
422 265 
Total assets 500 337. 
Equity and liabilities a 
Equity a 
Ordinary shares 110 85 
Preference shares 23 11 
Share premium iS = 
Revaluation reserve ` on 20 
Retained eamings á s sii A 
A 246 190 
| Current liabilities E ` 
Bank overdraft ” A 
_ Trade payables i . 1s k 
; Curent tax payable 354 — wW 
500 337 


ee 
| Total equity and liabilities 
E 
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Required 


Define and calculate the following ratios for two years: 
(a) Gross profit percentage. 
(b) Net profit percentage 


(c) Return on capital employed 

(d) Asset tumover 

(e) Current ratio 

(f) Quick ratio i 
(g) Average receivables collection period 

(h) Average payables period 


(i) Inventory turnover (ICAP Example 3 

Question-2 a i a 

The income statements and statements of financial position of two manufacturing companies in the same 

sector are set out below. 

i i Amir Mo 

E i 

Revenue 150,000 700,000 

Cost of.sales (60,000) (210,000) 

Gross profit a 90,000 490,000 


(500) (12,000) 

(13,000) (72,000) 
(15,000) (35,000) 

; 61,500 371,000 
(16,605) (100,170) 


‘Interest payable 
Distribution costs 
Administrative expenses 
Profit before tax 
Income tax expense 


Profit for the period 44,895 270,830 
Assets 
Non-current assets a. ‘ 
Property - ae De x =- 500,000 
Plant and equipment s 190,000 280,000 
as 190,000 780,000 
Current assets 
Inventories E 
Trade receivables 
Cash at bank 
Total assets 240,000 933,250 
Equity and liabilities ear aera 
Equity 
Share capital i ; 156,000 174,150 
Retained earnings 390,830 
E oi l 207,395 5659 
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liabilities 
f d 
yet abilities 
O yables 
Piy and liabilities 


ae calculate the following ratios for each company: 
pine Gross profit percentage. 
@ Net profit percentage 
) Return on capital employed 
asset tumover ` 
Current ratio 
Quick ratio 
Average receivables collection period 
; Average payables period 
() Inventory turnover 


10,000 250,000 
22,605 


117,670 
240,000 


933,250 


(ICAP Example 3) 


Ajpha Limited and Omega Limited are in the same trade, but operate in different areas. Their accounts for 


| teyearended 31 December, 2016 are as follows: 


| Profitand loss account Alpha Limited Omega Limited 
Rs. ‘000’ Rs. ‘000’, Rs. ‘000’. Rs. ‘000’ 
Sales 1,440 1,720 
less: Cost of sales (1,120) 1,342 
Gross profit 320 378 
| less: Overheads (220) . 300 
Profit before tax , - 100 78 
| Twation i 40 30 
| Dividends — 20 n 24" 
| 60 54 
, Retained eamings 40 24. 
, Stitement of financial position 
al of Rs: 1 each 600 200 
| Reserves ` 240 104 
3 840 304 
| "4 Debentures (Loan) A: - 120 
E ; 840 424 
: Represented by: 
current assets at cost 660 520 
* Depreciation 200 160 
460 360 
167 > Se 
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Current assets: 280 172 
Inventory 310 300 
Receivables 30 32 
Cash — 520 r 504 
a ——S— 
Current liabilities: 30 
: 40 
Taxation 344 
à 180 A 
Creditors ? : 42 
Bank overdraft 20 . 24 
Dividends -. poa BE 
(240) — ed, 
380 6 
Net Current assets : ———_— mn 
; 840 424 
Required , 
(a) Compute the following ratios for each of the companies: 
(i) Current ratio 
(ii) Acid test 
(iii) Creditors ratio 
(iv) Collection period or Receivables Ratio 
(b) Carry out comparative analysis of the companies based on the computed ratios in (a) above. 
i : i (ICAP Exumple 4) 
` Question-4 : ‘ 
Ratios are computed by using numerical values from financial statements to gain meaningful information 
about an entity. However, due to inherent limitations of ratio analysis, it may not reflect the correct 
financial situation. : : 
Required: 
Briefly explain any four limitations of ratio analysis. ‘ 
- 2 E a (ICAP Example 10) 
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ICAP QUESTION BANK SOLUTIONS 


Year7 
a — [| we 
=x 100; a oi 405 
1,806 Tiga * 100 = 18.75% 
5 


STATEMENTS 


Sales 


Profit after tax 


53 
Sales 


Teo * 100 = 2.94% 


x 100 


2160 x 100 = 0.42% 


Profit before int and tax 


—————— x 100 56 15 Mi i 
Avg. capital employed Too * 100 = 29.47% Wo + 190 * 100 = 6.88% 
267 199 
Sales 1,806 - | 2,160 
Capital employed 790 7 >% 5times sag = 88 times 


(Current Asset — Inventory) 265 -61 422 ~ 106 
Current Liabilities 17 ~ 139times 254 


7 h 
Average Debtor 198 (198 + 316)/2 | 
Net Credit Sales x 365 =..... Days Te06 x 365 = 40days 2160 K 
Average Creditor 142 198 + 142 
Credit Purchase * 265 = ~~.days | 777q % 365 = 36 days 1800(w—1) * 


Cost of Goods Sold 1,444 : 1,755 
‘Average Inventory — "mes = 61 = 2367 times (61+ 106)/2 = 
(W-1) ; Sy 
; Inventory a/c Year-7 


bid i i e na 61 
Purchases (bal.) ; 1,800 | c/d 


swer-2 i 


> 
3 
5 


| Gross Profit . 90,000 P 
Bihan vet percentage | “Safes “100 150,000 * 100 = 60% 


se x 


= 
B 
? 
3 
5 
g 
k 


: Nerrant x10 = x100 = 29.9% 700,000 * 100 = 38. 7% 
Mor - ; 371,000 + 12,000 ù 
Profit before int and tax 100 _ (61,500 + 500) _ x100 = 29% ee 100 = 47% i 

aa aemet * (207,395 + 10,000) (565,580 + 250, 


150,000 700,000 


Hu 


Sales 7 = 0.7 times oro = 0.9 times 
Avg. Capital Employed 207,395 + 10,000 565,580 + 250,000 
Current Asset 50,000 _ 2.21 times me = 1.30 times 
| Current Liabilities : 22,605 A s ‘ 
= 153,250 — 26,250 7 
g _ Current Asset — Inventory 50,000 — 12,000 _ 1.7 times a Sidnei 
= CurrentLiabilities ` 22,605 i 
“|e receivables ~ 37,500 -| 105,000 9. _ q 
sivables | Average Debtor Sie «365 = 91days x365 = 55days 
Sli Average Debtor. 365 = „Days x 700,000 
en period Net Credit Sales E 5 150,000 : 
769 f 
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117,670 


22,608 x 365 = 138 days 210,000 x365 = 


60,000 5 545, 
60,000 _ 5 times 
72,000 


Average Creditor «365 = days 

Lhd ae 

Credit Purchase 210,000 - 
ee 2 

Cost of Goods Sold =., times 26,250 8 times 

Coo 

Average Inventory 


Average payables period 


Answer-3 
(a) Alpha Limited Omega Limite 
(i) Current ratio solute . 504,000 
Current assets S 340,000 = 2,58:1 740,000 = 1.15;1 
Current liabilities , 
(ii) Acid test MTR 
Current assets — stock eea = 1.42:1 ` T = 075:1 
. Current liabilities . 240,0 
(iii) Creditors ratio 
i 180,000 344,000 
Average creditors D x365 = 59 days x 365 = 9 
365 7120 342,000 4d 
Purchases or cost of sale 1,120,000 1,342,000 ays 
(iv) Collection period/Receivables Ratio «of s 
: 300,000 
Average debtors 310,000 365 = 79 days b siete 
nv. 1,440,000 ~ YS 1720000 * 365 = 64t 


(b) ‘Comments on comparative analysis of the two companies. 


Based on the ratios coniputed above: 
(i) In terms of working capital and liquidity, Alpha Limited is in a better position to honour 
its obligations as they fall due because its current ratio and acid test ratio are higher thin 


those of Omega Limited. 
Omega Limited’s payment period is better than that of Alpha Liriited’s because Omega 


(ii) 
Limited uses supplier’s funds to finance its operation. 
(iii) Omega Limited’s collection period is also better than that of Alpha Limited. It extends 


shorter credit period to its customers than Alpha Limited. 
(iv) Omega Limited’s credit policy is better than that of Alpha Limited. 


This is because there is 30 days difference between its payments period and collection 
periods compared with Alpha Limited that had a longer collection period than its 


payment period. f 
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ee 
yor 
Historical 


( All ifort ill can siyas is derived from actual historical results. This does not mean 
that the sal 7 d ary forward into the future. However, ratio analysis can beused on pro 
forma information and compare it to historical results for consistency. 


flistorical versus current cost 


i) : i i i 
( The information on the income statement is stated in current costs (or close to it), whereasmany 
elements of the balance sheet are stated at historical cost (which could vary substantially from 
current costs). This disparity can result in unusual ratio results, 


Inflationary effect 


"a If the rate of inflation has changed in any of the periods under review, this can mean that the 
numbers are not comparable across periods. For example, if the inflation rate was 100% in‘one 
year, sales would appear to have doubled over the preceding year, when in fact sales did not 
change at all. £ 

w Aggregation ` 

; The infarmation in a financial statement line item that is used for a ratio analysis may have been 


aggregated differently in the past, so that running the ratio analysis on a tyend line does not 


compare the same information through the entire trend period. 
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ing? 
i hich of the following? 
known as quick ratio should include w hich 
o know 


The acid test als 
(1) Inventory 

(2) Accounts receivables 
(3) Bank overdraft 

(4) Accruals i (1), (ay and (3) sap 
(a) (1), (2), (3) and (4) d mandi only 


1), (2) and (4) only , j iti decided t ; 
om ie ae liabilities in its statement of financial position. He has decided to pay Off its 
ali : 


accounts payables using surplus cash. tual 
What will be the effect of the above transaction on the curr 


(a) Decrease 
(b) Increase i 
(c) No effect 3 

i i i crease S ‘ 
(d) The ratio could either increase or de ; 7 
Extracts from the statement of Comprehensive Income and statement of financial position Of the 


Huda Limited are shown below: . i 
s. 
Revenue from sales (all on credit) ee 
Cost of goods sold ` ` i Tam 
Purchases (all on credit) Bie, 0 
Receivables 112,500 
Trade payables 75,600 
Inventory f 333,000 
What is the length of the working capital cycle (also known as the operating or cash cycle) to the 


nearest day? $ 


(a) 170 days (b) 152 days 

(c) 26ldays a (d) 60 days 

Which of the following should be included in acid test or quick ratio? 

(a) Finished goods inventory (b) raw materials and consumables 
(c) long-term loans (d) Accounts payable 


Given below are included in the. financial statements of Haris Limited for the year ending 30 
June: 2- = - 


‘ 2015 2016 
i Rs.000 Rs.000 

Receivables for disposal of PPE so “+ 736 54 
Accounts receivables ; 108 72 


Sales for the year amounted to Rs.630,000, of which Rs.90,000 were e sales. 7 
The average receivables turnover (in times) during the year ended 30 June 2016 was? 

(a) 7 i (b) 6 

(c) 5 ` (d) 4 
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Q7 


Q8 


Q9 


TERU INTERPRET 


Which TWO of the following statements are correct? 
(a) Net current assets have increased between the wò years 

(b) The quick (acid test) ratio has improved between the two years 
(c) Customers are paying more quickly in 2015 than in 2014 


ATION OF FINANCIAL STATEMENIS 


(d) Dawn Limited is paying its suppliers more quickly in 2015 than in 2014 


Amir sells fish and Abid sells books. Both operate on a 50% mark-up on cost. 
However. their gross profit ratios are as follows. 

Amir 25% 

Abid 33% 

The highest gross profit ratio of the bookseller may be because? 

(a), There is more wastage with fish stocks than with book stocks 


(b) Amir has a substantial bank loan whereas the Abid’s business is entirely financed by her 


family 


(c) Amir has expensive high street premises whereas Abid has cheaper back street premises 


(d) Amir’s turnover is declining whereas that of the Abid is increasing 
Maira Limited has a current ratio of 2:1. 

This ratio will decrease if Maira Limited 

(a), Will receive cash in respect of a long-term loan ` 

(b) Will receive cash in respect of a short-term loan 

(c) Pays an existing trade-payable 


(d) Writes off an existing receivable against the provision for doubtful debts 


Haris Limited has positive working capital. 
What effect will the payment of a declared (payable) dividend using cash balances have spon the 
current ratio and working capital? 
(a) Increase in current ratio and increase in working capital 
(b) Increase in current ratio and no effect on working capital 
(c) No effect on current ratio and working capital 
` (d) Decrease in current ratio and decrease in‘working capital 
773 
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i t ratio of 2.0 and a quick assey _.,. 
Q.10 After declaring a final dividend, Kashan Limited has a current T: ASSCt fatig 
of 0.8. itive cash balance to pay that final dividend, what will be the 
itive 


If the company now uses its pos 
effect upon the two ratios? _" 
(a) Increase in current ratio and increase in qui 
i u 
Increase in current ratio and decrease In q 


ick asset ratio 
(b) i i ; 
i i set ratio 
Decrease in current ratio and increase 1n quick as 


(9) in qui tio 
(d) Decrease in current ratio and decrease in quick asset fe 41 Decartibet O01 doia 
Q.11 The draf accounts of Super Star Limited for the year ende e the 
following: B 
Revenue . Rs. 360 million 
illion 
Gross profit Rs. 90 mil = 
It was a discovered that the revenue was overstated by Rs.45 million and the Closing 
inventory understated by Rs.15 million. was 
After correction of these errors the gross profit percentage sa be? 
(a) 9.5% ' (b) © 19,0% 
(c) 23.8% (d) 33.3% 
Q.12 The following has been extracted from the financial statements of a business. 
Soc! Rs. > SOFP Rs. 
Profit trom operations ` 86,400 1% debenture , 117,000 
Debenture interest . (8,190) Ordinary share capital 171,000 
Profit for the year 72,360 Share premium 13,500 
, Retained earnings 63,000 


What was the return on capital employed (ROCE)? 
(a) 19.9% (b) 23.7% 
(c) 29.2% ; (d) 34.9% 
Q.13 Waris Limited buys and sells a single product. The following is an extract from its statement of 
financial position at 31 December 2018. 


2018 2017 

Rs. Rs. 

Inventory 75 60 
36 


Receivables i \ 24 
Sales and purchases during 2018 were Rs. 300,000 and Rs, 180,000. respectively. 20% of sales 


were for cash, > 
Which TWO of the following are correct? $ 
(a) < Average receivables collection period is 37 days 
(b) Average receivables collection period is 46 days 
(c) Gross profit % is 35% 
(d) ` Gross profit.% is 45% 

Q.14 A company’s gearing ratio would rise if 


(a) A decrease in long term loans is less than a decrease in shareholders’ funds 


(b) A decrease in long-term loan is 
more than ade i 
ie a plied crease in shareholders’ funds 


(d) Dividends were paid 
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A business has the following trading account for the year ending 31 May 2018: 


gs 
ge Rs. Rs. 
opening inventory aiii 450,000 
purchases 260,500 
Less: closing inventory e 240.500 
Gross profit 209.500 
Its rate of inventory turnover for the year is? se 
(a) 4-9 times (b) 5.3 times 
(c) 7.5 times (d) 9 times 
aus Tara Ltd produces a single product with a margin on sales of 25%. 
Total sales for the year Rs.400,000 
Receivables collection period 64 days 
Average receivables Rs.32,900 
The value of inventory held during the year was constant. 
The cost of credit sales was? 
Rs. 
Q17 The following are extracts from the financial statements of Laiba Ltd for the year ended 31 
December 2018. 
Statement of financial position Statement of Comprehensive Income 
Rs.000 Rs.000 
Issued share capital m 600 Operating profit 1.431 
Reserves f) 800 Debenture interest 16) 
5.400 4215 
12% debenture 2018 1,800 
7,200 
What is the return (%) on long-term funds? 


% 
Q.18 The opening inventory for a business was Rs, 108,000, The closing inventory was Rs. 144,000 
Inventory turnover for the year was 10 limes, 
The gross margin was 30%, 
What were the sales for the year? 
Rs. _ = 


Q.19 Adeel Limited has trade payables (creditors) of Rs.12,000 and a bank overdraft of Rs 3,000. Its 
current ratio is 2.5: | and its quick (acid test) ratio is 1.8:1. 


What is the value of its inventory (stock)? 
Rs. 
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rab Limited at 31 March 2019 are prese 


t of financial position of Tu 


Q.20 Extracts from statemen 
- below: 

Rs.009 
Loans due in more than one year 3 
5% loan notes . y 
Ordinary shares - Rs.1 each fully paid , 80 
6% redeemable preferred shares. Rs.] each fully paid. 16 
Retained profits 104 
Revaluation reserve 49 
The gearing ratio is (to one decimal place)? 

% = 

Q.21 Which ratio is considered as safe margin of solvency? f 
(a) Liquid ratio (b) Quick ratio 
(c) Current ratio (d) Net profit ratio 

Q.22 Liquid ratio is also known as 
i. Quick ratio 
ii. Acid test ratio 
iii. Working capital ratio 
iv. Stock turnover ratio À 
(a) i. and ii. (b) i. and iii. 

(c) iii. and iii. (d) iii. and iv. 

Q.23 Care pharmacy Ltd. has a current ratio equal to 1.6 and a quick ratio equal to 1.2. The company 
has Rs.200 million in sales and its current liabilities are Rs.10 million. what is the value of 
company's current assets? 

(a) Rs.14 million (b) Rs.16 million 
(c) Rs.18 million (d) Rs.20 million 

Q.24 Determine working capital turnover ratio if, current assets is Rs.150 million, current liabilities is 

Rs.100 million and Sales during the year are Rs.500 million. 

(a) 5 times (b) 10 times 

(c) 15 times (d) 20 times 
Q.25 A debtor turnover ratio of 12 times means that: 

(a) One-twelfth of debtors will turn out to be bad debts 

(b) Debtors are about twelve times as big as creditors 

(c) In any given month, twelve debtors are expected to pay in full 

(d) The average debtor takes about one month to pay. E 
Q.26 What is the impact of collection of debtors on the current ratio; 

(a) Increase (b) Decrease 

(c) No impact (d) None of the above 
Q.27 Which of the following is not included in the computation of acid test ratio? 

(a) Debtors (b) Cash at bank 

(c) Short-term investments (d) Stock p 

aaa 
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$ Determine inventory turnover ratio if, pening inventory ; ai 
Q? Rs.29 million, sales are Rs.320 Million and gross profit tt rou million 
: s argin is 25% 
6 times f % r 
(b) "8times 


(d) 16 times 


, closing inventory is 
(a) 

1 times 
oO ! 


i Debt-equity ratio is a sub-part of 
Q (a) Short-term solvency ratios (b 
) Long-term solvency ratios 


2 i (d) None of the above 
00 Night Limited has a current ratio of 1.8. This ratio will in 


“ receives cash in respect of a Ranieri crease if Night Limited: 
(b) receives cash from an existing receivable 
(c) pays an existing trade payable 
(d) purchases inventory on credit 
gai Nigh Limited has a current ratio of 1.8. This ratio will increase if Nighi Limited: 
(a) receives cash in respect of a short term loan 
(b) receives cash from an existing receivable 
Yo) pays an existing trade payable 
(d) purchases inventory on credit 
Q.32` A company has current ratio and quick ratio of 2.0 a 
positive cash balance to pay a creditor, it will: 
. (a) increase current ratio as well as quick ratio 
(b) increase current ratio and decrease quick ratio 
(c) have no effect on current ratio as well as quick ratio 
(d) decrease current ratio as well as quick ratio 
Q33 Which of the following would increase gearing ratio? 


(c) Debtors turnover ratios 


nd 0.8 respectively. If the company uses its 


(a) Issuance of shares at premium 
(b) Issuance of shares at discount 
(c) Issuance of bonus shares 


= (d) Declaration and payment of cash dividend . i 
Q34 Night Limited has a current ratio of 1.8. This ratio will increase if Night Limited: 


(a) receives cash in respect of a short term loan 
(b) receives cash from an existing receivable 
(c) pays an existing trade payable 
(d) purchases inventory on credit ; [Autumn 2019] (01) 
Q35 A debtor turnover of 6 times means that: 
(a) one-sixth of the debtors are collected in one month 
(b) average debtors are collected in 6 months 
(c) average debtors are collected in 2 months . : 
(d) average debtors are collected 2 times in a year [Autumn 2019] (01) 


Q36 A company has current ratio and quick ratio of 2.0 and 0.8 respectively. If the company uses its 
Positive cash balance to pay a creditor, it will: 
(a) Increase current ratio as well as quick ratio . 
(b) Increase current ratio and decrease quick ratio 
(c) Have no effect on current ratio as well as quick ratio 
(d) Decrease current ratio as well as quick ratio ' [Autumn 2020] (01) 
177 
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Q.37 Which of the following would increase gearing ratio? 


(a) Issuance of shares at premium 
(b) Issuance of shares at discount 


(c) Issuance of bonus shares 
cash dividend 


(d Declaration and payment of [Autumn 2020) (9, 
) 


a 
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id test ratio is calculated as i 
P Aci iji l . (current assets - inventory) / current liabilities 
Assume initially that Salik has assets of Rs.100,00 iabiliti 
‘i ade :000 and liabilities of Rs.150,000 
[ts current ratio prior to the transaction will be: Rs.100,000/Rs.150.000 = 0 67 


If it then pays its trade payables b; : 
liabilities Rs.100,000. ` Y Rs.50,000 the current assets will be Rs.50,000 and the 
the new current ratio i 
Hence nt ratio is 50,000/100,000 = 0.50, i.e. a decrease. 
5 (b) 
` inventory turnover: 333/756x 365 p i 
Average collection period: 112.5/900 x 365 46 
Average time to pay: 75.6/504x 365 55 
u @ = acid test ratio excludes all inventory balantes, and is based on short-term creditors 
i only. ` . 
as) Credit sales = 630,000 — 9,000 = Rs.540,000 
Average receivables = (72000 + 108000)/2 = 90,000 
Receivable turnover = 540,000/ 90,000 = 6 times 
a6 (a&c) 
2014 ` 2015 
Net current assets (18 +25.2 + 5.4 — 19.8) 28.8 (23.4+19.8+ 3.6 — 16.2) 30.6 
Quick ratio (25.2 + 5.4)/19.8 1.55 (19.8 + 3.6)/16.2 1.44 
Collection period (25.2 /252) x 365 * 36.5 days (19.8/216) x 365 33.5 days 
Payment period —(19.8/144) x 365 50.2days (16.2/108) x 365 54.8 days 
AT (a) Cost plus 50% is equivalent to a gross profit ratio of 33%. Amir’s gross profit margin 
may be low because of wastage. : 
The loan interest and rental would not affect gross profit (only affects net profit) and 
declining furnover would not directly affect the gross profit percentage. 
A8 (b) Receiving cash for a long-term joan increases current assets with no change in current 
liabilities, hence improves the ratio. Payment on an existing creditor improves the ratio. 
Writing off a receivable against a provision has no effect on current assets. 
Therefore receiving cash in respect of a short-term loan must be the correct choice. 
Thus, suppose current ratio is 2:1, that means assets 100,000 and current liabilities 50,000 
Now say Maira Limited receives loan = Rs.50,000 
Current assets will be 100,000 + 50,000 = 150,000 
Current liabilities 50,000 + 50,000 = 100,000 
New Current ratio 1.5:1 ; 
A9 (b) Before payment of proposed dividend 1 
pay! 
Current assets f 150,000 
Current liabilities including proposed dividend Rs.30,000 50,000 
100,000 
wa 
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After payment of proposed dividend 

Rs, 
Current assets 
Current liabilities : 


Toa 
2 = y 000, ‘cash plus receivables are Rs. A) 
x se that inventories are Rs. 120, 80,00 
AE a (including a Rs.10,000 dividend) are rau ay 
Payment of the dividend will cause cash plus receivables to fall to RS.70,099 f 
creditors to fall to Rs.90,000. nd 
The current ratio will increase to 2.11 (190 + 90). 
The quick ratio will decrease to 0.77 (70 + 90). 
A.ll (b) 
Rs.m 
Ti 360-45 Fn 
urnover ae 315 
Cost of sales 055) 
* Gross profit — S 
Gross profit % =60/315= 19.0% 
A.12 (b) ROCE = 86,400/364,500= 23.7% 
A.13 (b) & (d) 
Credit sales = Rs.300.000 x 80% = Rs.240,000 - 
Average receivables = Rs.(24,000 + 36,000)/2 = Rs.30,000 
Receivables’ turnover = Rs,240,000/Rs.30,000 = 8 
Collection period = 365/8 = 46 days 
l l Rs.000 % 
Sales 300 109 
Cost of sales (60+180-75) (165) 55 
Gross profit j 135 45 


A.l4 (a) 

A.I5 (a) Inventory turnover = COS/ average inventory r 
= 240,500 / [(40,000 + 60 ,000)/2 = 4.9 times 

A.16  Rs.136,875 
Receivables of Rs.32,000 represent 64 days’ credit sales. 


Therefore, receivables of Rs.182,500 would represent 365 days’ credit sales. [32,000 x 
365/64] 


Cost of credit sales = Rs.] 82,500 x 75% = Rs.136,875 


A.17 19.88%. Return on long-term funds = Operating profit (before debenture interest) /(Share capital 
+ Reserves + Debentures) 


=1,431/7,200 
= 19.88% 
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aw ® inventory turnover = CGS/ average inventory 
CGS = average inventory x inventory turnover 
= (108,000 + 144,0000)/2) x 10 
= 126,000x10 = Rs.1,260,000 
Sales = Rs.1,260,000 / 0.7 = Rs.1,800,000 


Rs! 5,000 
al Current ratio = Current assets / current liabilities 
Current assets = Current ratio x Current liabilities 
= 2.5 x (Rs.12,000 + Rs.3000) = Rs.37,500 
Quick ratio = (C.A — inventory) / C.L 
C.A — inventory = Quick ratio x C.L 
Rs.37,500 — inventory = 1.5 x 15,000 
Rs.37,500 — inventory = Rs.22,500 
Inventory = Rs.15,000 
24.3 %Debt=32+24+ 16=72 
-Equity = 80 + 104 + 40 = 224 
Gearing = 72/(72 + 224) = 24.3 % 


A20 


a21 (0) 

an2 (a) 

A23 (b) 

A24 (b) 

A25 (d) 

A26 (c) 

A27 (d) 

A28 (b) 

A29 (b) 

A30 ` (c) Pays an existing trade payable 

A31 (c) ‘Average debtors are collected in 2 months 
A32 (b) increase current ratio and decrease quick ratio 
A33 (d) Declaration and payment of cash dividend 
A34 (c) pays an existing trade payable 

A35 (e) average debtors are collected in 2 months 

A36 Option b: Increase current ratio and decrease quick ratio 
A37 Option d: Declaration and payment of cash dividend 
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GO 


NG 
v, we have learnt the accounting of or 
We 


] ganisations who jective j 
ye accounting of those organisations Whose objecti sue ater hey 


he welfare of society, poor ete, tive is not to carn the profit rather they 


i 
m 
r Welfare Trust Is a typical example where donation rece} 


help 
ie or an 


M ferences among profit and non-profit or anization 

Profit making Organisation Non-profit Organisation 
: Statement of comprehensive income Statement of Income and Expenditure J 
Ss General fund/ Fund/ Accumulated fund 

There is an owner of business There is no owner of business 
i E ETa There is no concept of drawings 
B Cah book E 
k Statement of changes in equity 
pREPARATION OF INCOME AND EXPENDITURE ACCOUNT 


iris similar to the profit and loss account prepared by a profit making organisations. By deducting 
the expenses from incomes the resultant figure is surplus or deficit. 


The main sources of revenue of these organizations are subscriptions, admission fees, donations 
and government or other grants. 


10 PREPARATION OF RECEIPT AND PAYMENT ACCOUNT 
AReceipt and Payments Account is a summary of the Cash Book. It gives the opening cash and 
bank, the receipts and payments in cash or by cheque during an accounting period and the 
resultant balance of cash and bank at the end of the accounting period. All the receipts and 
payments (whether in cash or cheque) are shown on the debit side, and all payments (whether in 
cash or cheque) are shown on the credit side. 


102: 


| 
| ; 
ie MAIN SOURCES OF REVENUE 


i) Donations 
Donation received by non-profit organization can be of two types: 
a) For general purpose i 
b) For specific purpose 
a) General Purpose 
A donation which is appearing on the receipt side of receipt and payment account 
and against which no detail is provided it will be taken to income. Following 
journal entry will be passed: ‘ 
Particulars ~i Cr. 
Cash XXX 
Donation Income ` a XXX 


b) For Specific Purpose 
It can further be divided in two types: 


i) Donations to purchase/construct fixed assets 


If-the donor donating the amount imposes a condition that the amount 
will be used to construct/ acquire a fixed asset then we will create a 
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ks to construct a fixed asset in future in an ACCO 
P s i 


in our boo k 
account’. . , 
c w is constructed it will be debited to asset a/c, 


liability in © 
styled “specifi 
By the time the ass 


onation from one of its prestigious client for 
of construction of new building. The amount of Rs, 900,009 
se The building work started immediately and 


010. ) 
s incurred during the year ended Decembe, 


Example i 
A Social Club has received d 


the purpo: 
al d on April 1, 2019. 
an expense of Rs. 200,000 i 


31, 2010. ; 
Pass the necessary journal entries for Y.E. 31.1 


Journal entries 
Date Particulars 500,000 


April 1, 2010 


The closing balanc 


2.2010. 


Building 
Cash PPN 
On incurring cost on building 


e will appear on liability side. 

ii) Donations to meet as ecific expense 

i If the person donating amount imposes a condition that the amount will 
be used to meet a specific expense then it will be credited to the specific 
fund account (liability to incur expense in future is increased). As and 
when the expense is incurred the fund account will be debited (liability to 


incur expense is decreased). 


Example 
A Medical Society has received donation of Rs. 300,000 on February 1, 
2012 from one of its prestigious client for the purpose of meeting certain 


welfare expenditures. Rs. 100,000 has been expanded in 2012 and the 
remaining has been incurred in 2013. : 

The year end is December 31. 

Pass the necessary journal entries 


Journal entrie: ' 
Dr. Cr, 


Date _. Particulars * 
February 1, 2012 | Cash 


j 300,000 ` 
Welfare Fund 300,000 
On receipt of donation for mecting expenses 


“Welfare Fund 100,000 
. Cash 100,000 
On incurring expenses 
Welfare Fund e 200,000 
_ Cash | 200,000 
On incurring expenses’ 
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Note: Someti 
2s imes as per gue . i 
to be taken to ieee oon requirement donation net of expenses 15 
eh e. This will be 7 ivity is 
completed in the same ee 


year in which donation is received: 


Specific fund from OWN sources 


Example 
A social club in a sm 
balance on its accumul 
Its members have d 


all town has managed to accumulate a significant 
ated fund over the years. 

contribute ecided that the club should establish a fund to 
ot ute to the school fees of children of high promise from the town. 
app ol such children would apply to the club for a grant of Rs.50,000. 
5. 500,000 1s to be set aside for this purpose. 
What journal entries would be required? 
Answer 
This would be accounted for as follows: 


Setting up the fund 


Dr. Accumulated fund 1,500,000 
Ck: Special fund (Education fund) 1,500,000 
On the award ofa grant 
Dr. Special fund (Education fund) 50,000 
Cr. Cash 50,000 


ii) Subscriptions ` 

á It is membership fee paid by the members to avail the services of non-profit organisation. 
This is the main source of revenue ofall non profit organizations. 

Subscription account appears as follows: 

Dr. Subscription account Cr. 
opening receivable ` xxx|opening advance 
land E (bal.) ; xxx|Cash and Bank XXX 
closing advance xxx|closing receivable XXX 
XXX ‘ 


Practice Questions for subscription account 

i) Subscriptions received during the year 2002 A 
ii Subscriptions outstanding at the beginning of 2002 Rs. 1,400 
Subscriptions outstanding at the closing of 2002 l | Rs. t,600 
Calculate the amount of subscriptions to be credited to Income and Expenditure Account for the year 
2002. - N i 


Question -2 


Calculate the amount of subscri 


otions to be credited to Income and Expenditure Account for the ` ear 2002. 


Subscriptions received -during 2002 
2 Subscriptions received in advance for 2003 
iii) . Subscriptions outstanding at the beginning of 2002 


iv Subscriptions outstanding at the closing of 2002 
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Question -3 A ; 
Mr. Flier, the treasure of Fly-High Club for the accounting year April 2002 to March 2003, Submits the 


following data for membership fees. ted Rs. 100,000. 
i) Cash/cheque received in the year totaled Ks. 
ii) As on 1 43002, Rs. 2000 was in arrears for 2001 -02 (but cleared by 31.3. 2003) and Rs, 800 tis 


lier. 
received by the previous year’s treasurer for Mr. F 
iii) Mr. Flier received Rs. 1.500 towards the next year’s fees, but has yet not recovered Rs, 1,709 


from his current year’s members. 
Show the final subscriptions income of the year 2002- 03. 


Question-4 

Calculate the amount of subscriptions to be credited to Income and Expenditure Account for the Year 
ended December 31, 2002. 
i) Subscriptions received during 2002 | 15.000) 
ii Subscriptions outstanding at the end of 2001 

iii) Subscriptions received in advance on 31‘ December 2001 


Subscriptions reccived in advance on 31‘ December 2002 
Subscriptions outstanding on 31‘! December 2002 


Question-5 


Prepare an account showing subscriptions received i in 2002-03 as per Receipts and Payment Account. 


Subscriptions Income for 2002-03 as per Income and Expenditure Account 
Advance subscriptions received in 2001-02 
-Subscriptions outstanding at the end of 2002-03 including Rs. 1,000 for 2001-02 
Advance subscriptions received for 2003-04 ‘ l 
Subscriptions written-off during 2002-03 
Subscriptions receivable on 1.4.2002 
` Year ended March 31. 


Question-6 


The following information was obtained from the Secretary of the Crazy Jay Club: 
| Rs | 


Subscriptions received in 2002-03 as per Receipts and Payments Account 
Advance subscriptions received in 2001-02 
Subscriptions outstanding at the end of 2002-03 (including Rs. 1 „500. for 2001-02 12,500 
Advance subscriptions received for 2003-04 : 
Subscriptions written-off during 2002-03 j | 60) 
A j 8400) 


Subscriptions receivable on 1.4.2002 
Prepare account showing the Subscriptions Income for the year ended 31 3.2003. 


Question-7 


Anderson Club has 300 annual members in the annual general meeting held on 31% December, 2001. it 
was decided to raise the subscriptions from the current Rs. 200 p.a. to Rs. 300 p.a. ftom the year 2002. 


The members who have paid in advance will be allowed subscriptions at the old rates. 
Subscriptions received in advance on 31.12.2001 was Rs. 2,000 and subscriptions in arrear on 31.12.2001 


was Rs. 3,000 7 
Subscriptions in arrear on 31.12.2001 were received during 2002 with the exception of those due from 5 


members. 
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= Je: "| ‘> è 
i in arreat for the y à 2002 are In respect of 15 members 
ipte opare Subscriptt : 
psc required t9 Peel inp the oas Account for the year 2002 and ihe amount of 
re ceived in cash during the year 2002, and calculate the amo 


bse 
yer Subscription account - Cr. 
Ne—<peceivable 1,400 =_e 
opetin Expenditure (bai) 7,200 | Cash 7,000 
neo” — | Closing receivable 1,600 
yost? Subser tion account 
Pr Receivable 5000 | Opening Ad m 
Gpe pxpenditure (bal.) 9,100 | Cash it taal m 12,000 
n ; ; ; 3 
site Advance 1,600 | Closing receivable . 700 
er-3 . ' 
answer Subscription account Cr. 
Dr: —=—aivable 2,000 | Openi “800 
Receiva . , pening Advance 800 
Opena &e Expenditure (bal.) . 99,000 | Cash/Bank 100,000 
Cosine Advance 1,500 | Closing receivable : 1,700 
answer-4 P l 
a Subscription account i Cr. 
p -ng receivable , 2,000 | Opening advance "m 1,000 
a 4 E (Bal:) 16,000 | Cash 7 15,000 
osing advance 3,000 | closing receivable 5,000 
Answer-5 l ae 
E Subscription account i Cr. 
Opening receivable 5,000 | Opening advance j ) 4,000 
iad E 82,000 | Cash (bal.) 75,000 
Bad debt . ` 500 
closing advance 2,000 | closing receivable 7 9,500 
Answer-6 
Dr. Subscription account _ ‘ Cr. 
Opening receivable á 8,400 | Opening advance ` l 5,000 
land E (bal.) ? 95,700 | Cash x 89,000 
i ; Baddebt a 600 
closing advance 3,000 | closing receivable _ 12,500 
Answer -7 i 
Dr, Subscription account cr. 
Opening Receivable (15 x 200) 3,000 | Opening Advance - (200 x 10) 2,000 
Income & Expenditure 89,000 | Cash (bal.) _ 84,500 
Closing receivable ; . 
- 2001 (5 x 200) 1,000 
Closing Advance 5 - 2002 (15 x 300) - 4,500, 
Total members l i 300 
Subscription i 
+ —~<cription income 
ae paid in advance. (10 x 200) Bee 
ther members (290 x 300) Sa 


Sa rn eae aa ae aaa 
n aeee s 
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LOS: OTHER SOURCES OF REVENUE t | 
i) Entrance fees ‘hip fees the new members upon entrance have to pay y 
In addition to the membership fees ted in the income of the organization for the cai 


is usually incluc 
ver it may also be 


decided by the organization to credit it 
ry q 0 
for this is as follows: à 


entrance fee. This fee 
Which it is received. Howe 


general fund, Commonly the entry Dr. Cr, 
Particulars ! XXX 
Cash sou 


Entrance fee Income 


ii Legacy TE A i en any gift is mada 
i When any thing is given away personally, it Is called gin, hele pikaa he tim bya 
will, it is termed as legacy. It is generally credited to genera in the year of 


receipt treating it as capital receipt. 


Commonly the entry for this is as follows: ` Dr. Cr 
Particulars XXX ` 
Cash l 

XXX 


General Fund 


iii Profit from trading activity Pan , 
i zation opens up a bar shop etc. For this 


Sometimes to meet the expenses non-profit organi j i yi POF 
student should always prepare a trading account showing separately the profit trom 


trading operations. , Pog ROON 
Opening stock, closing stock appearing in the question is an indication that the non-profit 
organization is involved in a trading activity. f f r 

For trading activity always prepare the following working: 


Profit from trading activity i 
ž XXX 


* Revenue 
/ 
Less: Cost of sales f 
Opening stock 


Purchases (Note) 
Direct wages 

Other direct expenses 
Less: Closing Stock 


(Xxx) 
Profit *_ XXX 
(Note) For calculating purchases figure always prepare creditors’ account if opening 


closing balances of creditors are appearing in the question. 


iv) Service activities in a non-profit organization ee * ; 
harging a nominal fee for the rendering of 


Sometimes a non-profit organization starts c 


services, : 
a) Normally the revenue earned through service activity will be appearing on the 


receipt side and no related expenses will be appearing on the payment side. In 
this case the whole receipt will be shown in income, 
Examples 


1, Hospital 
° OPD charges 


° X-Ray charges 
° Laboratory charges 
. In-patient billing 


—a eee ee 
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2. Sports club 
° Billiard takings 
e Billiard room 
e Bowling Green 
° Green fees 
e Card and billiard room receipt 
° Swimming pool į 
e Tennis court receipt 
3.° Library 
e Charges for book reading . 
‘In other cases revenue earned 
receipt side and related expens 
cases you should net the revenu 
income side, 


through service activity will be appearing on the 
= will be appearing on the payment side. In such 
tes with expenses by showing the net figure on the 


[Revenues «i Expenses SSS 
an : Charity show proceeds 
- Net proceeds (Club activities Remuneration to Club coach 


Following statements given in question shows that net figure is to be taken to 
income. 


e Separate books/accounts/records are kept for service activity 

e ‘Show profit arising from service activity separately 

For this always calculate the profit through following working: 

Revenue s XXX 
Less: All Direct costs ~z C 
Profit : XXX 


v) Interest or gain on disposal of investments 


a) 


b) 


788 


Interest on investments ' 

Example , 

A non-profit organization purchased investments/ Defence Saving -certificates/ 
National Saving certificates/ Post office Saving Certificates/ Term Deposit 
certificates/ shares of a company by paying Rs. 200,000 on March 1, 2010. The 
interest received on above investments on December 31, 2010 amounted to Rs. 


30,000. 
Pass journal entries 
Dr. Cr.” ` 
200,000 
f 200,000 
30,000 Ti 
30,000 


Journal entries 

Date - Particulars 

Example ' , , . ý 

Continuing from example in point (a) previously, assume the investments were 
r 30, 2011. The interest earned for the 6 months 


December 31. 2010 


(On earning i 


Gain on sale of investments 
——=_ = 


March 1, 2010- Investments 
sold for Rs. 240,000 on June ; 
amounted to Rs. 13,000. Pass journal entries. 
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Dr. Cr. 


13,000 
240,000 
40,000 
200,000 


Life membership . , P z 
Instead of paying annual subscription, by paying life membership amount a person 


becomes member for whole of the life. 
ns d Rs. 1,000,000 each from 2 life members in 2012, Year 


A non-profit organization receive A 
end is Deene 31. Prepare the necessary entries for 2012 ahd 2013 under following 


scenarios: 


Journal entries 
Date 
June 30, 2011 


Particulars 
Cash 


Interest income 
On earning 


Cash 
Land E (bal.) 


Investments 
On withdrawing investments 


June 30, 2011 


I. Recognize it as income when it is received. 
2. Recognize as income over a period of 5 years. 
3. Recognize it as equity reserve assuming 1 member passed away in 2013. 
Option-1 ` : 
Date Particulars Dr. Cr. 
- | Cash 2,000,000 
etree e 
On joining of 2 members 2 


. Option-2 , : 
Date Particulars ` Dr. Cr, 
Cash 2,000,000 
On joining of 2 members ` 
Deferred Income 400,000 
Life membership Income | no 
2,000,000/5 ` E . : 
[r120 Deferred Income ' | 400,000 
31.12.2013 Life membership Income - 400,000 
(2,000,000/5 i i Foi 


Option-3 
Date Particulars 
Cash 


“ Dr. Cr. 
2,000,000 | > 


1.1.2012 


Life-membership Fund aà 2,000,000 
On death of 1 member) - 


On joining of 2 members 
1,000,000 
1,000,000 
Common mistake by students 


Life-membership Fund 

General Fund 
While calculating the opening balance of fund they ignore the opening balance of cash 
and bank balance given in the receipt and payment account, 
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accou DARD FOR NOT-FOR-PROFIT ORGAN 
ye Institute of Chartered Accountants of Pakist 


ISATIONS (ASNPO): 
an (ICAP) issued the ‘Accounting Standard for 


Not for Pro etiyes. ASNPO ry i per Securities and Exchange Commission of Pakistan's 
(SEC?) dire S. 7 ` S applicable to associations not:foreprofit treristered. under the 
Compantes Act, 2017. 


An NPO that wes riin ates the Companies Act, 2017 is also required to comply with the’ 
resentation ane’ cisclosure requirements of the Fifth Schedule of the Companies Act, 2017. 
ASNPO Is applicable so far as not in conflict with the Provisions of the Companies Act 201 7. 


primary sources: basis of accounting 


An NPO at Se Will also apply the primary source of how to account and report 
transactions and events. The primary Source of how to account and report transactions and events 
in financial statements will vary according to the class of the NPO. ` 

When the concepts contained in ASNPO, conflict w 


aep source shall prevail ith a primary source, the requirements of the 
primary 3 s 


It is necessary to refer to other sources when the primary sources do not deal with ihe accounting 
and reporting in financial statements of transactions or events encountered by the NPO or when 
additicnal guidance is needed to apply a primary source to specific circumstances, 

Applicable financial reporting framework (primary source) 


The primary source for public interest entities and large sized NPOs is IFRS issued by 
International Accounting Standards Board (IASB) and as notified by SECP. 


The primary source for medium and small sized NPOs is International Financial ‘Reporting 


Standards for Small and Medium-sized Entities (IFRS for SMEs) issued by IASB and as notified 
by SECP. i ‘ 


Micro NPOs (defined in ASNPO as organisations not registered under Companies Act, 2017 with 


annual gross revenue less than Rs. 25 million) may opt to prepare their accounts on cash and 
disbursement basis. £ 


Accounting policies 


An NPO selects and applies its accounting policies for a period consistently for similar 
transactions, other events and circumstances. 


Accounting treatments that are not in accordance with ASNPO are not rectified either by 
disclosure of the accounting policies used or by information provided in notes or supporting 
schedules, 


Recognition and measurement 
_ Recognition criteria 
The recognition criteria under ASNPO are as follows: 


$ the item has an appropriate ‘basis of measurement and a reasonable estimate can be made’ - 
of the amount involved; and 
e for items involving obtaining or giving up economic benefits, it is probable that such 


benefits will be obtained or given up. 


The recognition criteria provide general guidance on when an item is recognized in the financial 
statements. Professional judgment is required to consider the specific circumstances to identify 
Whether any particular item is recognized or not. 
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Revenues are 


reasonable assurance 
; : sai | 
consideration exist ot normally arise from the sale = 


age ne Odon 

: <putions to NP! 

“Unrestricted nuns ners of services and, consequently, performance 

goats iF i renerally not relevant to the sie ep al Unrestricted 
ievi 1 e: i . 

oa aan revenues are generally recognized when received or 

contributions; S 


reccivable. 

Restricted contrib 
relatedrestriction. 
Gains are generally recognized when realized. 


Expenses and losses are gencrally any neay 
previously recognized asset does not hav 


Expenses are related to a period on the ee a 
occurring in that period or by allocation app ying 


Revenue 


Unrestricted 
contributions 


based on the nature of the 


utions are recognized 


Restricted 
contributions ` 


when an expenditure or 
future economic benefit, 
f transactions or events 
e matching concept. 


Gains 


Expenses and 
losses 


Measurement ts f 
Financial statements of NPOs are prepared primarily using the historical cost. basis of 
measurement whereby transactions and events are recognized in financial statements ‘at the 
amount of cash or cash equivalents paid or recelved or the fair value ascribed to them when they 
took place. -> f 

Financial statements are prepared with capital maintenance-measured in financial terms and with 
no adjustment being made for the effect on capital of a change in the general purchasing power of 
the currency during the period. 


Financial statements 
Financial statements of NPO shall normally include: 


statement of financial position (or balance sheet) 


statement of income and expendityre 
. statement of changes in net assets 


- 


. statement of cash flows. 
Notes to financial statements and supporting schedules to which the financial statements are 
cross-referenced are an integral part of such statements; the same does not apply to information , 


set out in other material attached to or submitted with financial statements. 
` Alternative titles of financial statements may be used in a manner that results in fair presentation. 


Comparative information 
Financial statements shall be prepared on a comparative basis, unless the comparative 
simane not meaningful. Comparative information is normally meaningful. However. this 
. may not be the case in some rare circumstances, such as whe i 
TF inant iene. € ! n the financial structure of the NRO 
Fund accounting l 
Fund accounting comprises the collective ac i 
, counting procedures resulting i ing set 
; in -balancing se 
el amag T each fund established by legal, contractual or idee pr oF an NP . 
l ements p a fund can include assets, liabilities, net assets, revenues and a enses (and gains and 
osses, where appropriate). Fund accounting involves an accountin cor a h not 
necessarily a physical segregation, of resources g g seeeeation, Bitiene 


` 
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ets or fund balances may be internally or e 


ss arena Xterna’ i : 

Net 4° und balances dre often referred to as reserves or - IY restricted, Internally restricted net 
qasets OF i wives OF appropriations, 

gadowment fone 


endowment fund is a e aiig set of accounts which 
Mjowment contributions. © nly endowment contributions and in 
en tions stipulating that it be added to the Principal amount of {I 
mrored as revenue of the endowment fund, i ow 
n 


ions of resources to the endowment fi d 
allocations : und that result i iti i 
ares are recorded as inter-fund transfers, mon iG sa asia of oxen 
res . 


reports the accumulation of 
vestment income subject to 
ne endowment fund would be 


restricted fund 


A restricted sy is Epp Set of accounts the efements of which are'restricted or relate 
jo the use 0 is “ i Sr nga Only restricted Contributions, other than endowment 
contributions, an other externally restricted revenue would be reported as revenue in a restricted 
fund. 
General fund / unrestricted fund š 


A general fund is a self-balancing set of accounts which reports all unrestricted revenue and 
restricted contributions for which no corresponding restricted fund is presented. The fund balance 


represents net assets that are not subject to externally imposed restrictions. : , 
jumple: Types of funds 
aaider the following, independent circumstances: $ 


a) A professional body of accountants (the NPO) sets-up a fund for financial support of deserving 
students. For this purpose, Rs. 100 million have been allocated that will be invested and 80% of 
the investment income shall be used for student support and 20% of investment income shall be 
added to fund investments. The fund investments shall not be available for use by the NPO for its 
operations and the NPO shall preserve the principal amount of fund. 


i) A healthcare NPO has raised money through special marketing drive in which overseas 
contributors deposited $100 each in its ‘Save a life fund’ account. The contributions shall be used 
for the NPO’s routine operations which focuses. on providing life-saving drugs to patients who 
cannot afford the cost. _ , r š : i 

9 A educational NPO has set-up a fund for development of new school in nearby rural area. The 
fund-raising drive has been successful as many people have contributed for the cause. The fund- 
raising clearly stated that the funds so raised shall only be used for construction and operations of 
school at that specific location. . ` 

Required: . 

‘ally the type of above funds. 

Atswers i 

Q 

i) 

t) 


Endowment fund 
General fund 
Restricted fund 
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Contribution 


Contributions can come from m 
and other NPOs. Contributions incl 
recognition in the financial statements. 


any sources, including individuals, corporations, LOvernm 
ents 


ude contributions receivable that meet the criteria f 
Or 


Restrictions 
Restrictions (explicit or im 
Types of contribution 


plicit) on contributions may only be externally imposed. 


A restricted contribution is a contribution subject to externally impose 
stipulations that specify the purpose for which the contributed asset is to 


be used. 
An endowment contribution is a type of restricted contribution Subject 


to externally imposed stipulations specifying that the resources 
contributed be maintained permanently, although the constituent assets 


may change from timeto time. 


Restricted 
contribution 


Endowment 
contribution 


An unrestricted contribution is a contribution that is neither a restricted 
contribution nor an endowment contribution. i 


Unrestricted | 
contribution 


i 


Example : Types of contributions 


Consider the following independent circumstances: 
(a) A healthcare NPO received Rs. 10 million from wealthy individuals subject to the condition that 
this amount shall only be used for acquisition of land for construction of a hospital, in a specific 


village. 

(b) A healthcare NPO received Rs. 25 million contribution from a wealthy individual in the year 
20X2. The sole purpose of the amount is to support the NPO’s general operations in the year 
20X4 and 20X5. i ` ~ 

(c) A educational NPO received a plot of land from Mr. Salman subject to the condition that this land 
shall only be used for construction of a primary education school to be run by that NPO. The fair 
value of this plot of land is Rs. 12 million. i 

(d) A educational NPO received a plot of land from Mr. Jamal subject to the condition that this land 
or sale proceeds from its disposal shall only be used to achieve general objectives of that NPO. 
The fair value of this plot of land is Rs. 15 million. 

(e) An educational NPO received Rs. 50 million from alumni donors subject to the condition that the 
principal balance shall be invested as per specified investment policy and NPO cannot use the 
principal balance to fund operations. However, the NPO can utilise the investment earnings t0 
pay for things such as academic programs or building new school facilities. l . 

Required: 

Identify the type of contributions in above circumstances. - 

Answer: 

(a) Restricted contribution 

(b) Restricted contribution - 

(c) Restricted contribution 

(d) Unrestricted contribution 

(e) Endowment contribution 
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é recognition 
from contributions is recognised by following either restricted fund method or deferral 


vente ic require 
event” ayi NPO is required to select one method and apply it consistently over the periods and 


ethod- 5 
c hange from one method to the other shall be treated as change in accounting policy 
any ` 


contributio 
ion 


vent 


n receivable 


peeogn t ivable should be recogni 
A contribution receivable should be recognized as an asset when it meets the following criteria: 


the amount to be received can be reasonably estimated: and 
. . ý , 
ultimate collection Is reasonably assured. 
pledge 


ledge is a promise to contribute cash or other assets to an NPO. Similar to any other 
contribution receivable, an uncollected pledge would only be recognized: 


if it meets the above recognition criteria; 


there is reasonable assurance that the NPQ will comply with conditions, if any, attached 
to the contribution; and 


contribution is not dependant on any contingent event outside NPO’s control. 


e 
Bequest 

Bequests are often subject to considerable uncertainty surrounding both the timing of the receipt 
and the amount that will actually be received. In many cases, the recognition criteria will not be 
satisfied and the bequest will not be recognized until it is received. 


Membership fee 


Many NPOs receive membership fees. Such fees are considered fees for services when members 
receive services having a value commensurate with fees paid. In other cases, membership fees 
may be in substance contributions. f , 


An NPO would decide whether its membership fees are contributions or fees for services and 
account for them accordingly on a consistent basis. Some membership fees have characteristics of 
both fees for services and contributions. Such fees would be divided into the portion that relates 
to fees for services and the portion that is in substance a contribution. 

Example : Membership fee a. 

ABC Golf Club is members only club providing its members with sports facilities in the grounds owned 

ad maintained by it against annual subscription fee. 

A30 June 20X2, the club had membership subscriptions in arrears amounting to Rs. 48,000,000 and had 

eeived Rs, 12,000,000 in advance. 


re the year to 30 June 20X3, the club received Rs. 650,000,000 from its members. This amount 
Includes: k 


' Rs. 26,000,000 received as donation from members (rio conditions attached). 


a Rs. 31,200,000 received for membership fee for the year to 30 June 20X4. At 30 June 20X3, 
th owed Rs. 19,200,000 of subscriptions. as 
fof the members who were in arrears at the end of the previous period still had not paid by 30 June 


3.It was decided to write these amounts off. 
tired: 3 


H ; 
= revenue from above should be reported in financial statements of ABC Golf Club for the year 
on 30 June 20X3? j i 
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Answer: td 
The donation of Rs. 26 million received shall be recognise 
for services to members. 


The subscription income (fee for services) may be calculated 
Subscription income 


as contribution revenue separately from f 
Ce 


as follows: 


Rs. Rs, 


b/d : 48.000.000 | b/d 12,000,009 

I&E = 600,000,000 | Cash (Rs. 650m — 26m) 624,000,009 

l Bad debts (Rs. 48m x 50%) 24,000,000 

c/d 31,200,000 | c/d “19,200,000 
: 679 

679,200,000 679,200,009 


The subscription income may be reported in statement of income and expenditure at Rs, 600 million 
(gross basis) or at Rs. 576 million (net of bad debts expense). 


Government funding 

Certain types of government funding are calculated and ‘paid as if they were fees for services, 
However, because the services being funded are provided to the NPO's community of service, and 
not directly to the government funder, government funding is considered to be a contribution, 
Government funding is a significant component of many NPOs’ total contributions. Restrictions 
ongovernment funding may be indicated by following factors: 


° the fact that the funding is provided based on the NPO's approved operating budget. 


. the requirement to report to the government funder as to how the resources 

were actuallyused. 
° the funding left over at the end of the period must be returned to the government funder. 
° the funding received relates to expenses of the future period being funded. 


Example : Government funding 


Mujahid Healthcare (MH) is a registered NPO. It has received government funding of Rs. 20 million for 
which it has to provide vaccine (dosage and administration) for a viral disease to general public (8,000 
dosages x Rs. 2,500 each) without taking any fee from them. 


Required: 
Discuss the accounting treatment of above from perspective of 
Answer: 


The amount of Rs. 20 million`is being calculated on dosage basis (i.e. 8,000 dosages x Rs. 2,500) which 
might indicate that Rs. 20 million should be recognised as fee-for-services in statement of income and 
expenditure. ' 
However, since the service is not being provided to government but rather to MH’s community of service 
(i.e. general public to whom they provide healthcare services), the government funding of Rs. 20 million 
shall be considered as contribution. - 


Further, since the purpose of government funding is specified, it shall be considered as restricted 
contribution. 
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ed materials and services 


peribut f assets other than cash y 
tribution of assets ash would be Measured 


con vagal values. For contributed materials and services th 
or ana getermined in relation to the purchase of simil S 
you tnd materials and services that are part of a cor 
pi ei ed at fair value. 
cog A š 

po may choose to recognize contributions of m 
qhe i 


when: 


es fair value estimated using market 
* at are normally purchased, fair value 
ar materials and services, 


astr ; 
ucted or developed capital asset would 


ateri ; 
aterials and services, but should do so only 


a fair value can be reasonably estimated; and 
e when the materials and services are used in the 


r P nor S n 
i and would otherwise have been purchased. mal course of the NPO's operations 


oñen these e a benar ir paa because of record-keeping and valuation difficulties 
For example, it may i Emp i al o record the receipt of contributed services where the NPO 
epends heavily on the S ao ais to provide services, Where contributed materials and 
cervices meet the criteria of fair value measurement, recording their value would provide useful 
pformation. ; f i 
Revenue recognition: restricted fund method 


Restricted fund method 


The restricted fund method: of accounting | for contributions is a specialized type of fund 
accounting that involves the reporting of details of financial statement elements by fund in sucha 
y that the NPO reports: 


total general funds; 


wa) 
. 


A one or m. restricted funds; and 


' an endowment fund, if applicable. 


Reporting of financial statement elements segregated on a basis other. than that of use restrictions 
(for example, by program or geographic location) does not constitute the restricted fund method. 


The contributions and related income are recognised as follows: 


Contbation income 


Endowment contributions net a as revenue of the endowment fund in the current 
D . Pa 


Restricted contributions Restricted contributions for which a corresponding restricted 

reported in restricted fund - fundis presented should be recognized as revenue of that fund 
in the current period. : 

Restricted contributions for which no corresponding restricted 

fund is presented should be recognized in the general fund in 

accordance with the deferral method. 

In such case, deferred contributions balances should be - 

presented in the statement of financial position outside net 


oa assetsas liability. D 
nrestricted contributions Recognise as revenue of the general fund in the current period. 


Restricted contributions . 
reported in general fund 


Alston of Unrestricted This allocation shall be reported as an inter-fund transfer in 
sources to restricted fund 


thestatement of changes in net assets. 
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Externally restricted investment income that n 
principal resources held for endowment, reco 
increase or decrease in net assets. 

Other externally restricted investment incor 
of restrictions discussed above. 

In case there is no external restriction, reco 
statementof income and expenditure, 


USt be ag 
BNise as dines 


Net investment income 
(includes revenue, gains or 
losses on investments) 


me, as Per the Ype 


Enise in the 


Revenue recognition: deferral method 


When an NPO uses fund accounting in their financial statements without followin Shue 
fund method. contributions would be accounted for using the deferral method. The conp 
and related income are recognised as follows: tons 


Recognition 


d beat Recognise as direct increases in net assets in t 
Endowment contributions excluded from revenue. 


Restricted Contributions Tor Recognise as revenue in current period. 
expenses of current period 


Defer and recognise as revenue in the same period(s) as the relay 
expenses are recognised. ed 
Restricted contributions for When the only restriction on a contribution is that it cannot be used until 
expenses of future periods a particular future period, the total amount of the contribution wou 

: be recognized as revenue in that future period, whether Or Not it has 
been spent. ii 


he current Periodang 


In case of depreciable assets: defer and recognise as revenue onthe 
same basis as the depreciation/amortisation expense related to the 
acquired capital assets. 

In case of non-depreciable assets, recognise as direct increase inne 
assets. 

In order for a contribution to be accounted for as a contribution 
restricted for the purchase of a capital asset, the contributor must 
specify the portion of the contribution that is to be used to purchase 
capital assets. If the contributor does not so specify, then the 
contribution would be recognized as revenue when spent for the 
particular purpose covered by the restriction, regardless of the fact 
that some of the expenditures may relate to the purchase of capital 
assets. i ` 


In case debt was incurred to fund expenses of future periods, defer 
and recognise as revenue in same period(s) as the related expenses 
are recognised. 

In case debt was incurred to fund the purchase of capital asst 
Restricted contributions for the (depreciable), defer and recognise as revenue on the same basis as the 
repayment of debt depreciation/amortisation expense related to the acquired capital 
assets. ‘ : 

In case debt was incurred to fund the purchase of capital asset (nom 
depreciable), recognise as direct increase in net assets. ` 


Otherwise, recognise as revenue in the current period. 
Unrestricted contributions Recognise as revenue in the current ao, al 


Restricted contributions forthe 
purchase of capital assets 
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Externally restricte 
principal resources 
direct incre 


d investment income that must be added to 


held for endowment are recognised as 
ase or decrease in net 


ent income 


yet invest™ 


, assets. 

e avenue, gains or Other externally restri ; A . 
1 gudes Fee y restricted investment ecognised as 
(inclu A investments) per the type of income are recog 


restr Ictions dis cussed above. 
In case there IS NO exterr 


Statement of income 
d contributions balances should be 
assets as liability. 


yosse* 


al restriction, recognise in the 
and expenditure. i 


presented in the statement of financial position 


peferre R 
outside ne! 


p0: INVENTORIES AND NON-CURRENT ASSETS a. i 
10% rventorics . l 
contribution of materials 


When an NPO recognizes contributions of materials and goods, the cost of inventories shall 
flect the fair value at the date of contribution. 
re 


` 


To be distributed at no charge or for a nominal charge 
An NPO shall measure inventories at the lower of cost and current replacement cost when they 
are held for: 

distribution at no charge or for a nominal charge; or 


i š consumption in the production process of goods to be distributed at no charge or for a 
nominal charge. 


fsample : Inventories 


yedicine-for-All is an NPO which provides medicine to communities living inunderdeveloped areas 


nominal charge. It has following inventories: 
4 
Replacement Fair value 
cost 


12,000 
| 15,000 | 2,500 | 14,700 15,200 
| 18,000 | 3,500 | . 18,300 | 17,900 


‘provided at nominal charge ` 
Required: 


Calculate the amount of inyentory-that should be ‘presented in the statement of financial position of 
Medicine-for-All from above data. an 


Answer: i ; j 


Item 


Purchased for cash 


Motilium 
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Collections 
Definition: Collections jit 

‘ fnil s that are: 
Collections are works of art, historical treasures or similar assets that are 
° held for public exhibition, education or research; 


e protected, cared for and preserved; andsubject to an sg it Policy that require 
any proceeds from their sale to be used to acquire other items to be added to the collection or fo 


the direct care of the existing collection. 


Capitalisation ‘ , 
The cost of capitalizing collections often would exceed the incremental benefit of the information 


gained, especially for NPOs that have been in existence for several decades, According, 
although the capitalization of collections is not precluded, it is not required. bcs 
Certain works of art and historical treasure not to be depreciated 


Certain works of art and_historical treasures may have lives that are so long as to be Virtual] 
unlimited. Works of art and historical treasures in this category are those that have cultura, 
aesthetic, or historical value that is worth preserving perpetually. In addition, the NPO Must have 
the technological and financial ability to continue to protect and preserve them. Works of ar and 


historical treasures of this type would not be depreciated. 

Property, plant and equipment 

Definition: Tangible capital assets 

Tangible capital assets are identifiable tangible assets that meet all of the following criteria: 

are held for use in the provision of services, for administrative purposes, for production 


. 
of goods or for the maintenance, repair, development or construction of other tangible 


capital assets; 


. have been acquired, constructed or developed with the intention of being used ona 
continuing basis; z 

. are not intended for sale in the ordinary course of operations; and 

° are not held as part of a collection. 

Recognition 


Property, Plant and Equipment (PPE) shall be recognized as an asset, if and only if: 

it is probable that future economic benefits associated with the item will flow to the NPO; 
and 

. the cost of the item can be measured reliably. 

Measurement for contributed assets 


A contributed asset would be recognized at its fair value at the date of contribution. Fair value of 
a contributed asset may be estimated using market or appraisal values. i 

When an estimate of fair value cannot reasonably be made, both the asset and the related 
contribution would be recognized at nominal value. : 

A tangible capital asset purchased by an NPO at a value substantially below fair value would also 
be recognized at its fair value with the difference between the consideration paid for the tangible 
capital asset and fair value reported as a contribution. 

A tangible moveable capital asset procured from a grant may be recognised at carrying amount 
deducting the grant. The grant is recognised in profit or loss over the life of the depreciable ass¢! 
as a reduced depreciation expense. 
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grant for a specified period and the 
ii be valued at fair value less pres 
tribution. 


asset has , . 
me at a be returned at the end of the grant period. 
i of the estimated residual amount at the time 


onstruction or development over time 


` PpE includes dire i . 

m sera jais prte igar a aiae or development costs (such as materials and labour) 
and over hed sts a a o the construction or devel atott PP rete 

ad or constructed by < > hes evelopment activity. PPE which is 
developed OF Cone ue y an NPO might include contributed materials or ee which would 
be recognized at fair value at the date of contribution a a 5 š 
Land 
Land normally has an unlimitea life and would not be deprestated 
Depreciation /Amortisation (under fund accounting) 
When a fund leap at of reporting is used, the choice of the fund or funds to which 
depreciation expense Would be charged would be based on providing the most. meaningful 
presentation. 
some NPOs may wish to show depreciation as an expense of the operating fund. This 
presentation emphasizes that depreciation is part of the cost of service delivery. 
otlier NPOs may prefer to show depreciation.as an expense of the PPE fund. This presentation 
shows all revenues and expenses associated with tangible capital assets in a single fund. 
Unamortised deferred contributions l i 
When PPE no longer. contribute to the NPO's ability to provide services, its carrying amount 
would be written down to residual value, if any. A write-down would be necessary, for example, 
when the NPO no longer plans to use the asset because it has been damaged or rendered obsolete. 


When an asset's carrying amount is written down, a corresponding amount of any unamortized 

deferred contributions related to the asset would be recognized as revenue, provided that all 

restrictions have been complied with. : 

Intangible assets ` 

Definition: Intangible assetIntangible asset if defined as an identifiable non-monetary ` asset 

without physical substance held for use in the production or supply of goods or services, for 

rental to others, or for administrative purposes. 

Recognition 

The NPO shal! recognize an intangible asset as an asset if, and only if: 

° it is probable that the expected future economic benefits that are attributable to the asset E 
willflow to the NPO; and i 

* the cost or value of the asset can be measured.reliably. 

Internally generated assets: Expense 

Internally Generated research costs, goodwill, brands, training costs are always expensed out, 

Expenditure on intangible item that was initially recognized as an expense shall not subsequently 

be capitalized as part of the cost of an intangible asset. 

Internally generated assets: Capitalised 

Development costs, which is the next step 

following conditions are fulfilled: 

(a) the technical feasibility of completing the asset; 

the asset exists; 


‘ 


after research phase, can be capitalized if all of the 


(b) the intention to complete 
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ais set; š a 
() inal eal es the future economic benefit and ability to 


(d) how the asset will geno j 

demonstrate theexistence of market; E 
(e) the availability of adequate resources to comp = Sion, 
(f) the'NPO's ability to reliably measure the cost of de 


Website costs , that are: 
Website costs are categorized into five basic stages 


° Stage 1: planning stage . f 
d Stage 2: application and infrastructure developmen 
e Stage 3: the graphical design development 

. Stage 4: content development * 


° Stage 5: operations. : då 
Costs incurred in stage 1 and stage 5 are always expensed. However, costs incurre: tom Stage? 
to 4 can be capitalized if it fulfils the criteria of capitalisation of development asset discusseq 


éarlier, particularly criteria (d). . 
Unamortised deferred contributions Same requirements 
as for PPE. Contributed intangible assets 


Same requirements as for PPE. 


PREPARATION OF FINANCIAL STATE TS 


General 

The accounting and approach for preparation of financial statements of an NP! 
entities except for the issues specifically addressed in ASNPO. 

This section will discuss general presentation requirements and formats of following: 


O is similar to other 


À` statement of financial position (or balance sheet) 
. statement of income and expenditure + 

. statement of changes in net assets 

. statement of cash flows, 


. Statement of financial position 
The preparation of financial statements of an NPO is same 
The statement of financial Position should present the following: 


. net assets subject to restrictions to be maintained Permanently as endowments; 
. designated net assets; 

. unrestricted net assets; and 

. total net assets, 


ee NPO's liquidity is presented by Classifying current assets separately from 

assets subject to mea AT Separately from non-current liabilities, Cash and other 
xternal restrictions imiting their use to 

statement of financial position would be classified as ee iisisialpeaaaaetei 
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{eferral method of accounti z 

€ ike net assets arra ad contributions, endowment contributions are 
1 M p a a wean | nternally restricted balances are reflected as 
apPtOP"® gare accumulated in th Ssets in the net assets balance, Externally restricted 
contributions are ¢ € statement of financial position as deferred ee aa 


contribution r a the statement of financial position as part of the appropriate 
ttt me re accumulated cde appropriate restricted fund, externally restricted 
contributions are a ‘ s deferred contributions in the general fund 


statement of financial position (Format) 


Not-for-Profit Organisation 


statement of financial position 


Asat 31 December 20X2 


Non-current assets 


Capital assets./property and equipment) 
Intangible assets 

Collections 

Investments 


Current assets 

Office supplies stock 

Prepaid expenses 
Grants/contribution receivable 
Cash and cash equivalents 


Fund balances / Net assets 
Net assets: restricted for endowments r 
Net assets: Externally restricted for specific projects 

_ Net assets: internally restricted for special projects 
General fund / Unrestricted net assets 


Non-current liabilities 
Deferred grants/contributions 
Loans 


Current liabilities 
Deferred grants/contributions 
Accrued expenses 
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Illustration Format) 
s o 
Statement of financial position (Multi-Columaar 


Not-for-Profit Organisation 
Statement of financial position 
As at 31 December 20X2 


Non-current assets General | 
operations 


Capital assets 
Intangible assets 
Collections 
investments 


Current assets 
Office supplies Stock , 

Prepaid Expenses ` + 
Grants/contribution receivable 
Cash and cash equivalents ý 


Fund balances / Net assets 
Externally restricted 

Internally restricted : 
Unrestricted 


Non-current liabilities 
Deferred grants/contributions 1,300 |. 500 1,800 XX l 
Loans 300 300 xx | 
1,600 500 » 0 2,100 XX 
Current liabilities à 
Deferred grants/contributions 400 200 0 600 | XX | 
Accrucd expenses 350 350 400 i XX 
750 250 0 1.000 XX = 
208 6,587 XX 


Statement of income and expenditure 


Classification of expenses 
NPO may classify expenses in the statement of income and expenditure: 


by object (for example, salaries, rent, utilities); 


e 
by function (for example, administrative, research, ancillary operations); or 


° by program. 
An NPO would classify its expenses in the manner that results in the most meaningful 


presentation in the circumstances. Whether the NPO prepares its budgets by function or object 
would be a factor to consider in deciding which method of expense classification would be 


most appropriate for the NPO's financial statements. 


a= se stents see nee ene 
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jon of expenses (under classification by function) 


ibut 

qribu i ; i 

men attributing an expense among various operating functions, an NPO considers an 
W M achsucl as the following: ; 

app i i 

p an expense that contributes directly to the output of one function is applied directly to 
* that function, for example, the cost of a staff member exclusively devoted to that 

function. r 


an expense that contributes directly to the output of more than one function is 
attributed on a reasonable and consistent basis to each function to which it applies (for 
example, the rentapplicable to the space used for more than one separately reported 
function, and the remuneration expense of an executive director of a small health care 


NPO who, in addition to managing the NPO, provides direct health care services to 
clients of that NPO). i 


_ Statement of income and expenditure — deferral method 
The statement of income and expenditure should present: 
„for each financial statement item, a total that includes all funds reported; and 
. total excess or deficiency of revenues and gains over expenses and losses for the period. 
Under the deferral method of accounting for contributions, total excess of revenues over expenses 
for all funds reports the change in the NPO's unrestricted resources in the period. 
fllustration 
gatement of income and expenditure (Format) 
Not-for-Profit Organisation 
statement of income and expenditure (deferral method) 
forthe year ended 31 December 20X2 


20X1 

aS Rs. 000 
Fee-for-services ‘ ee 
Government grants 3X 
Contributions er 
Fundraising events 
Investment income ki 
Other income i TK 
Expenditures 
Salaries = 
Rent T 
Office supplies used = 
Utilities K 
Marketing and communications ae 

Mortisation of capital assets ES 

oe 
Xcess of income over expenditure xx. 
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feted fund method 


ture — restr! 


diture should present the following for the perlod: 


Statement of Income and expendi 
ed In the general fund; 


The statement of income and expen h 
. the total for each fnanclal sateen recol ti Wn te restricted funds, othar than 
‘ the total for each financial stateme! 
= fheendoument NA scognized In the endowment fund; and 
al statement Item recog 
: pple a revenues and galns over ead een elre the 
Acted funds other than the endowment fund a nd, 
general fund, restriete the general fund preinis ai 


Ing for contributions, 


“Under the restricted fund method of accounting r en 


revenues and expenses related to unrestricted renour! 


Mlustration 

Statement of Income and expenditure (Format) 

Not-for-Profit Organisation 

Statement of Income and expenditure (restricted fund method) 

For the year ended 31 December 20X2 i 

20X2 20X1 

` Re 000 ee, RA 000 

Endowment 


Income 


Fee-for-services 
Government grants 
Contributlons 
Fundralsing eventa 
Investment Income 


Other Income 


Expenditures 

Salaries 

Rent 

Orce supplies used 

Utilities 

Marketing & communications 
Amortisation of capltal assets 


(6.435) (427; 0 (6,882) (XX) 
Excess of income over expenditure 598 101 38 7a? 7 + XX 
Presentation of revenues and expenses — gross versus net 


Revenues and expenses should be recognized and Presented at their gross amounts and this 
information may be presented in the notes to the financial Statements, The determination of 
whether to report the revenues and expenses On a gross or net basis depends on the relative facts 
and circumstances and requires significant judgment, : 


Example : Funded development 


An NPO receives funding to undertake a specific research proj 
discretion with a scientist to perform the research, The NPO linti ee atili a 
project had the funds not been made available, ave undertaken the researc 


Required: 
Whether the funding revenue and cost of scientist’s services be presented on gross basis or net basis? 
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yp „po would not have undertaken the research 
ing witht 


pine rincipal in contract i 

aE” e gs the P he sclentist, Tt 
t$ a 8 dis ' specifies the d 4 
a the peters ei ei pea in Selecting the scientist and in BLAI ma 8 be 
a e expense’ gations of the NPO, The funding revenue piei a sclentist 


m one research. project from a textile 
ete relmbursed for all the costs related to that emplo Pany for the conduct of research, The NPO 


yee, 
we 
redi t and empl 
vn the reimbursement and employee-related costs be Presented on gross basla or net baala? 
poner 


O has an employee wha ls seconded to a textile ¢ 


Y s relmbursed for All h costa related to that employee, As the NPO Is the employer, they would 
4 thelr employec-related costs AX expenses and would report the relmbursement of thelr costa as 
waves on BOSS basis In statement of Income and expenditure, 


pamplet! Direct fundraising activities 


yp NPO engages In a number of fundralsing activities, Including a fundralsing telethon, a telephone 
wmpalgn, A direct mall campalgn, speclal eventa and a lottery, The NPO uaes an outside findralalng 
ronnultant t0 conduct the telethon and uses the NPO's own staff and volunteers In the telethon and the 


gir activities, Funds solicited In each of the activites are ralsed In the name of the NPO, 
Requlred l 

hothor the fundralsed and related costs be presented on gross basls or net basis? 

Anwer' 


ven though the NPO uses an outside fundralsing consultant to conduct the telethon, the NPO Is the 
pinelpal In the relationship with the donors as the funds are ralsed In Its name, The NPO has discretion In 
islocting the outside fundraiser, in establishing the fees to be pald and In determining the specifications of 
it telethon, The NPO also has the credit risk If donors to the telethon do not pay according to thelr 
pledge, Thus, the NPO should recognize the gross amounts fundralsed In each of the activities as revenue 


ofthe NPO, and the total expenses of each activity, Including the fees charged by any outside party, as 
penses of the NPO, separately, : 


Cumple: Fund raising conducted by others 


MNPO is actively engaged in helping communities in flood affected area, A group of students organised 
Imusic concert, announcing that the net proceeds of the event shall be given to the NPO, 
Required: 


Ompany to work under thelr directlon and the 


Whether to report the revenue and costs of the event on gross basis or net basis? 
Auswer: 


i NPO is not the principal in the fundraising-event as it was not involved in organizing the event and 
Not b s 


ot bear any risks in connection with it. The amount received by the NPO is a donation from the 
pezen of the event. Neither the gross revenues nor the gross expenses of the event are recognized in 
*NPO's financial statements, The net proceeds received are recognized as a contribution. Disclosure of 
5 ; i 
‘revenues and expenses is not required. 
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Statement of changes in net assets 8 
The statement of changes in net assets should present changes in the following for the Period: 


ë restricted net assets (to be maintained permanently as endowihnents); 
s internally restricted net assets: 

` externally restricted net assets (other than endowment assets); 

* unrestricted net assets: and 

s total net assets. 


The statement of changes in net assets may be referred to as ‘the statement of changes in fund 
balunces* when the NPO uses fund accounting in its financial statements. 
Inter-fund transfers should be presented in the statement of changes in net assets. Allocations of 
revcaues and expenses between funds that are made when the NPO first recognizes the revenye 
or expense are not considered to be transfers. 

Illustration : 

Statement of changes in net assets (Format) 

Not-for-Profit Organisation 

Statement of changes in net assets (deferral method) 

For the year ended 31 December 20X2 


Externally 
Unrestricte Internally Externally restricted 
dGeneral restricted restrictedfund| endowment 

fund special fund fund 
Rs, 000 

Balance | Jan“ 
Surplus > 
Endowment Contributions `% ` 
Restricted grants &contributions i i 
Investment income - 
Fund utilisation 
Internally imposedrestrictions 
Transfers 
Balance 31 Dec ` 


Statement of cash flows 
Operating activities o 
Cash flows from operations include all cash receipts and disbursements resulting from the main, 
ongoing service delivery activities of an „NPO and exclude cash flows from financing and 
investing activities. : : 

Cash receipts from operations include unrestricted contributions, restricted contributions that are 

to be used for operations and other revenues arising from the NPO's ordinary activities, such as 

fees for services, proceeds on the sale of goods and unrestricted investment income. ` È 
p Cash disbursements for operations would comprise expenditures made by the NPO in carrying 

out its service delivery activities. s 

Investing activities , ‘ ; 

Components of cash flows from investing activities would include the acquisition of capital 


assets, the purchase of investments, and the Proceeds on disposal of major categories of assets, 


wà 
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chas capital assets and investments, = 
wnancit activities 


onents af cash flows from financing activitie A l 
aed for the purpose of acquiring capital assets a ould include cash contributed that is 


t 
receipts and disbursements related to the assumption a eontribùted for endowment. Cash 


presented as components of cash flows from financing wie al Aste weeuld alag be 


gusto j l 
nt of cash flows (Format) 


we profit Organisation 


e tof cash flows jae 
s 31 December 20X2 

\fows from operating activities Ea w 
C Surplus (deficit) of income over expenditure ii 197 s. 0 (14) 
Adjustments: ; 


Amortisation of capital assets 


i: 24 30 
Amortisation of deferred grant / contributions (84) - (80) 
Finance cost s : 16 12 _ 

, , , 153 * (52) 

changes in non-cash working capital balances 
Office supplies (18) (8) 
Prepaid expenses (3) 4 
Accrued expenses 8 (11) 

Cash generated from operations 140 (67) 
Interest paid (20) (15) 
Grants and contributions received i 280 250 

\ttcash from operating activities 400 168 

Cash flows from investing activities . . ; 
Purchase of capital assets : (800) (300) 
Purchase of investments g (1,400) (1,100) 
Sale proceeds from investments è 81 75 
Investment income received . es | ee | 

\etcash used in investing activities (2,108) (1.307) 

Cash flows from financing activities . 

Loan obtained (repaid) 100 (500) 
Endowment contributions s 1,250 950 
Restricted contributions for capital assets 3800800 

Cash flows from financing activities ` ooo o 60 250 

Nttincrease (decrease) in cash and cash equivalent , . (58) - 111 

Cash and cash equivalents at beginning of year 2100 . 

‘sh and cash equivalents at end of year $ | | ae 
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Example 
The following information relates to Profession 
Trial balance as at 30 June 20X3 


nal Sports Club (PSC), a Not-for-Profit Organisation, 


Total Funds as on 01 July 20X3 

Long term assets (net) 

Investments 

Short term bank loan 

Prepald and accrued expenses 

Cash at bank 

Fee-foreservices 

Fundralsing In varlous tournaments (net proceeds) 
Contributions 


Additional Information: , 
L The composition of fund balances Is as follows: 


Fund for Supporting the Young-Talent (Externally Imposed stipulationthat 
resources contributed be malntalned permanent! 


Fund for gymnaslum and training centre (Externally Imposedstipulatlon for 
Specific use of resources 


Fund for acquiring a franchise In a popular league (Internally Imposedstipulation 
for specific use of resources : 


Fund for general operations: no restrictions | 


2. The details of contributions 
follows: 


(same restrictions apply as are applicable to related fund) are as 


gymnasium and training centre 
(external restriction), However,the land 


Contribution to acquire freehold land 
has not been acquired yet, 


d but PSC itself imposed restriction that Rs.3 million 
will be allocated for acquiring franchise in a opular lea; 
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4 


er, ment funding was received to sy 


m ; Lien pose Pport PSC general Operations for five years starting 

t fom : 
er Ye det ah hnatc Is externally restricted to be added to principal amount of 

* ee ih e malntalned Permanently, There Is no other restrictions on 
investment Income, 


ong term assets in the trial balance Include freehold land of Rs, 2 
t g milion. These collections represent items of such | 7 


0 million and collections of Rs, 


ae iistorle v 
ul and SC Is committed to protect and irae alue that Is worth preserving 


term assets are depreciated at 20% re 


them as part of Its organisation policy, 


ducing balance m 
p Lam gt ge ral operation, g ethod, All the amortlsatlon Is 
| ag part oF agreement with contributors of 


‘Supporting the Young-Talent' 
allocate R+ $ milillon from unrestricted fund to the restricted fund, analy, —— 


Gymnasium 
General and training 
_ operations centre | 
i —— CAN i 


qhe alloca'lon of expenses [8 as follows: 


| expanses 
| Required 
| mpre the follow Ing (under a) deferral method b) restricted fund method) for PSD: 
fi _ Statement əf Income and expenditure for the year ended 30 June 20X4, 

| ı Statement of changes In net assets for the year ended 30 June 20X4, 

| 1 Statement ¢f financial position as at 30 June 20X4 (single column), 

| 

f 


Aniwers 


| Professional Sports Club 
| Sutement of Income and expenditure 
| Torthe year ended 30 June 20X4 


| Income ` a 
| Feefor-services - is 
| Fundraising proceeds s 
| Contributions [8 + 57] ' 
| Government funding [150 / 5 years x 6/12] 7 : | 
Iestme.t income [144 - 6] ai 
| 7 
tp ete 
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CHAPTER-12 A 

Expenditures : 

Salaries . ; 370, 

Rent and utilities 325 

Other expenses i 40 

Amortisation of capital assets [(428 - 8 — 20) x 20%] 80 
8 

eee L815) 

(242) 


Surplus / (Deficit) 


Professional Sports Club 
Statement of changes in net assets 


For the year ended 30 June 20X4 . 
ternall > 
Unrestricted ple Externally restricted 
‘ i Gymnasium & | Young-Talent | Total 
General , Franchise Training Endowment 
fund acquisition | Centre Fund fund - 
115 


Balance 1 July 1,547 3 50 1,715 
Surplus / (deficit) ` (242) (242) 
Endowment ; i 15 15 
Contributions ‘ 
Restricted grants & i 2 
contributions | | * Ti 2 
Investment income - 6 6 
Fund utilisation # (68) l - (68) 
Internally imposed i ` 
restrictions Z G) 3 0 
Transfers (5) 5 0 
Balance 30 June 1,297 6 ` 49 76 1,428 
Professional Sports Club 
Statement of financial position 
As at 30 June 20X4 i 
Non-current assets ` Rs. m 
Capital assets [428 — 8 — 80] : 340 
Collections i 8 
Investments 1,204 
1,552 
Current assets ` 
Prepaid expenses 8 
Cash at bank. A l 43 
5I 
` 1,603 
811 
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walt 


glances / Net assets 
. restricted for endowments 
sets: ; 
yet i externally restricted gymn 
ets: E 


et a8 


a internally restricted for franchise rights 
gsselS- 


y! nd / Unrestricted net assets 


gene ih 


„current liabilities 

} oe orants/contributions [150 — 15 — 30) 

oat liabilities so 

pired prants/contributions [12 for land + 150/5) 
spor term bank loan 


perued expenses 


Answer 

3) Deferral Method 

professional Sports Club 

siatement of income and expenditure 
for the year ended 30 June 20X4 


Income 
fee-for-services 

fundraising proceeds 

Contributions [8 + 57] 

Government funding [150 / 5.years x 6/12] 
Investment income [144 — 6] 


Expenditures 

Salaries 

Rent and utilities 

Oher expenses 

Amortisation of capital assets [(428 — 8 — 20) x 20%] 


Surplus / (Deficit) 
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Balance 1 July 


Surplus / (deficit 
Endowment Contributions 


Restricted grants & 


Balance 30 June 


Professional Sports Club 
Statement of financial position 
As at 30 June 20X4 
Non-current assets 

Capital assets [428 — 8 — 80] 
Collections 

Investments 


Current assets 
Prepaid expenses 
Cash at bank 


Fund balances / Net assets 
Net assets: restricted for endowments 


Net assets: Externally restricted gymnasium and training centre 


ACCOUNTING FOR NOT- 


Internally 
restricted 


Net.assets: internally restricted for franchise rights 


General fund / Unrestricted net assets 


Non-current liabilities "Ai 
Deferred grants/contributions [150 — 15 — 30] 
Current liabilities 


Deferred grants/contributions [12 for land + 150 / 5] 


Short term bank loan 
Accrued expenses 
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Gymnasium & Young-Talent 
Training Endowment 
Centre Fund fund 
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acted Fund Method 
Rest c 
o 


gional Sports Club 
pat of changes in net assets 
ae year ended 30 June 20X4 
ail 


pee-for-services 


fundraising proceeds 


contributions [8 + 57] , 
government funding [150/5 years x 6/12] 
tment income’ 


Inves 


573 2 21 596 


Expenditures 
Salaries 
Rent and utilities 


Other expenses 
Amortisation [(428 — 8 — 20) x 20%] 


815 68 _ 0 (883) 


NE NO 


Professional Sports Club 
Statement of changes in net assets 
For the year ended 30 June 20X4 


Unrestricted 


pow Externally restricted 
Caneel | Razah | "raining =| Endowment | 
fund acquisition | Centre Fund fund 


Internally imposed 
restrictions 
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Professional Sports Club 
Statement of financial position 
As at 30 June 20X4 


Non-current assets 
Capital assets [428 - 8 - 80] 
Collections 

“Investments 


Current assets 
Prepaid expenses 
Cash at bank 


~ 


Fund balances / Net assets 

Net assets: restricted for endowments 

Net assets: Ẹxternally restricted gymnasium and training centre 
Net assets: internally restricted for franchise rights ` 

General fund / Unrestricted net assets 


Non-current liabilities 

Deferred grants/contributions [150 — 15 — 30] 
Current liabilities ` 

Deferred grants/contributions [12 for land + 150 / 5} 
Short term bank loan 

Accrued expenses 
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cHAPTER-1* ACCOUNTING FOR NOT-FOR-PROFIT ORGANISATIONS 


PRACTICE QUESTIONS 


estion 
wc Club prepared the following Receipts and Payments Account for the year ended 31.12.2012: 
ts Rs Payments Rs 


bid 60,500 | Sports Equipments 3,000 
(purchased on 30.5.2012) 

Tournament Expenses 6300 

ct 3,000 | Electricity 26,000 

012 pe Salaries and Wages 35:000 

ait 500 

sro Fees 23,000 

baron received 9.600 | Balance c/d me 

228,100] - 228.100 

eo 


Additional information: 
(i) Fixed assets of the club on 1.1.2012 include the following 


. Sports Equipment-Rs. 150,000: 
e Club Ground-Rs.450,000: ’ 
° Furniture-Rs.85,000: 


(ii) In 2011, subscriptions for 2012 were collected -Rs.12.000: 

(iii) Unpaid for 2012- subscriptions Rs.8,000; and electricity Rs.3,000. ” i 
(iv) Depreciation to be provided @ 20% p.a. on sports equipment and @ 10% p.a. on furniture. 
Required: 


Prepare an Income and Expenditure Account for the year ended on 31.12.2012 and a balance sheet as a 
that date. : ¢ 


Question-2 


The following is the Receipts and Payments Account of the Friends Association for the year ending 31st 
December, 201 1: 


Receipts 
Balance b/d 
Subscription 
Entrance Fees 


Rs. 


Payments Rs. 


Rent 3,300 .- 
Salaries and Wages * 8,750 


Interest on Investments Furniture š 1,500 
Donations Repairs, 600 
Balance c/d 5,600 - 
. ___19,750 
Other Informetion: 
1) Subscription received in advance during the year is Rs. 500. 
2) Closing subscription receivable is Rs. 2,000 


3) ` Rent represents payment for 11 months and 1 month's rent is still payable. 
4) Salaries for Rs. 250 are prepaid. : 
5) Depreciation on furniture is to be recorded @ 10% for whole year. 


Required: From the above information prepare an Income and Expenditure Account for the year ending 
31st December 2011. o 
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CHAPTER-12 ACCOUNTING 
Question-3 t of the Lahore Sports Club for the year ending Ig 


The following is the Receipts and Payments Accoun 
March, 2010: 
Receipts 


Payments Rs, 


Rs. 


Balance (April 1, 2009) 20,000 
Entrance Fees 30,000 | Rent 0,000 
Subscription: Siationety Eps Ps 
Wages 1500 
-09 
tds Billiards Table 125,009 
2010-1 1 Repair and Renewals 13,609 
Locker Rent Balance (March 31, 2010) — S50 
as} O a 
1) Locker rents Rs. 5,000 relate to 2008-09 and Rs. 8,500 is a i seii die 
2 Rent Rs. 6,000 pertained to 2008-09 and Rs. 7,000 pertaine “ee ch 31,2010 Re 780 
3) Stationery expenses Rs. 950 related to 2008-09 and prepaid on Ma ý iia 
4) Subscription unpaid for 2009-10 Rs. 10,000 á 
5) Fixed assets (if any) are to be depreciated @ 25% for whole year. 
Required: j di A f the cl 
From the above information you are required to make out an Income and Expenditure Account of the club 
for the year ending March 31, 2010 and a Balance Sheet as on that Date (8) 
uestion-4 ` i 
Question-4 Income and Expenditure Account for the 


From the following Trial Balance of Lahore Club prepare an 
ear ended on 31st March. 2003 and a Balance Sheet as on that date (all fi 


ures in Rupees): 


Cr. 


N 
© 
i=] 
© 


undry Debtors 
undry Creditors 
oan @ 15% (01.07.2002 


20,00 


alalalaloa 
5 |B |S 
TIF lo 
2/5 [3 
w 
SEH 
FAFA E] 
adl bod 1% 
ns 
Oo 
© 
© 
w 
i= 
oS 
S s 


N 
A 
© 
© 


e 


h 
> 
5 


Rent payable 
's and servant's wages 


2 
o 
< 
= 
D 
= 
Qa. 
So 


10,0 


rinting and statione 


> ulm 
3 * 
£ S 
2 a 
“v ke] 
5 Q 3 

4 fo} 
8 > 
Wy hats O 
z, = 
© Ss 
3 y 
“a o 
= 

a 

o 


4,00 


pts” 
ashing of liveries and sundries 
its, Bottles and Sweets sold 


o 
S 
a 
Qa 
w 
3 
a 
Ww 
5 
a 
a 
= 
o 
[e] 
3 
7 
o 
Q 
R 
_ 
nN 
So 
Oo 


= 


30,000 


ie] 
a 
ce) 
ec 
F 


wios 
SJS E 
=< |B. 
Bln |? 
wlo|s 
S2 lo 
— Cc 
Q © 

= 
Sla |e 
a nw 
n o 
=) JS 

a 

F 

3. 

E 

oa 
Can 
ræ 
oS 
© 


sion expenses 
ects purchased peat 
92,000 


Interest on Loan 
Moa o ee eee 92,000 
817 | i - f 
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rmation: 

sions for 2002-03 outstanding Rs.2,000; 

ff depreciation @ 10% p.a. on furniture and 2% on 
f Bottles Rs.400: Biscuits Rs.600 on 31.03.2003 


Info 


Club house including the extension; 
(15) 


) write-© 

stock © 

ii? ‘ 
tio ints and payments of Medical Aid Soci 

yan bf receipts # os for = year ended 31.12.2002 is given below: 

A9 ts s Payments Rs 


cip! 
A í 3002) 7,000|Payment for medicines 30,000 
ion me ea to doctors 10,000 
ons o , alaries 27,500 
vee on peame @ 7% p.a. 7,000 Sundry expenses i 500 
miy show proce 10,000 Equipment purchased 15,000 
Charity show expenses ; 1,000 


Balance (31.12.2002 4,500 


itional Information (in Rupees): 


add 


cri ntions due , > [5oo) 1,000] 
sascripions received in advance | 1.000] 

sok of medicines — - 70.000] 15,000] 
‘mount due to Medicine su liers 8,000) 12,000] 
‘Value of eq uipments 21 ,000 30,000 


Vve of Buildings ‘ . 40,000 38,000 


Required: 

pepare an Income and Expenditure Account for the year ended 31st December, 2002 and the Balance 
Sheet as on that date. a 
Question-6 . 


The following summary of the Cash Book has been prepared by the Treasurer of a Club: 
Receipts ` Rs Payments 


Receipts c 
Cash in hand and at bank on April 1, 2002 _ 4,740] Wages-Outdoor staff 13,380 
\embers' subscriptions : 29,720] Restaurant purchases 50,400- 
Entrance fees 3,200] Rent-18 months to June 30,2003 a * 7,500 ~ 
Restaurant receipts . 56,800|Rates 2.200 
Games competition receipts 13,640| Secretary's salary 3,120 
Miscellaneous income ` 80|Lighting, cleaning and sanitary services 7,700 
Competition prizes _ 4,000 


Printing, postage and sundries 6,000 
Placed in fixed deposits with bank 8,000 
Balance in hand and at bank on March 3 1,2003 5.880 


1). On 1 April 2002, the Club's assets were: Furniture and Equipment Rs. 48,000: Restauran: Stocks 
~ — Rs.2,600; Stock of Prizes Rs.800. Rs. 5,200 was owing for supplies to the Restaurant. 

) On March 31, 2003 the Restaurant Stocks were Rs.3,000 and prizes in hand were Rs.500 while 

J the Club owed Rs.5,600 for Restaurant Supplies. 

It was also found that Members' Subscriptions unpa! 

and that the figure of Rs.29,720 shown in the Cash B 

previous year and Rs.400 paid in advance for the following year. 


d at March 31, 2003, amounted to Rs.1,000 
ook included Rs.700 in respect of the 
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Required: á 

Prepare an account showing the profit or loss m a 
Expenditure Account for the year ended 31st March, i. 
Writing 10 percent off on the furniture and equipment. 2) 


Question-7 


New Murree Recreation Club consists of a Tennis section and a B 
the Club as on 1.1.2002 is as under: 

Liabilities 
Accumulated Fund 


ade on the Restaurant and a General Income 
2003 together with a Balance Sheet at that date, 


adminton section, The Balance Sheet of 
’ 
Rs. Assets Rs, 
417,500|Club House 2 
Courts: Tennis (Cost Rs.100,000) 80,000 
Badminton (Cost Rs.50,000) 35,000 


Furniture 25,000 
j Bank Deposit 10.000 
Cash and Bank 17,000 
Petty Cash | 
417,500 
The following is the Receipts and Payments Account for the year ended 31.12.2002: 
Receipts Rs. Payments Rs. 


Balance b/d , 17,000]New Tennis Court (1.1.2002) 100,000 
Ten-year Tennis Memberships 60,000] Annual Dinner-Expenses 10,500 
Subscriptions:- . Expenses on Tournam ent: . 
General 25,000 Tennis 15,000 
Sectional: . Badminton 4,000 

Tennis 32,000] Bank Deposits 3.000 

Badminton 21,000|General Expenses on: 

Tournament Entry Fees: Tennis 12,000 
Tennis 20,000 Badminton á 10,000 

{ i Badminton `  $,000}Rates of Club House 12,000 
` Annual Dinner-Sale of Tickets 12,000] Miscellaneous Expenses 14,000 
New coaching scholarship fund 10,000] Petty Cash _ 700 
Balance c/d 20,800 

202,000 202,000 


Additional information: , 
(1) In order to help pay for the new tennis court, ten-year tennis memberships were offered for sale at 
the beginning of 2002 at Rs.2,000 each. 


(2) It is the club's policy to write-off the cost of the tennis and badminton courts over a ten-year 
period. 

(3) The petty cash balance on 31.12.2002 was Rs.200. Th 
postage. 3 ; 

(4) Rs.10,000 received as donations during the year for the new coaching scholarship fund. This will 


be utilised for providing training facilities for promising young sportspersons. It is expected to 
make the first award during 2004. 


(5) The balance of the Bank Deposit-Accour 
(6) Furniture is to be depreciated at 10%, 
Required: 

Prepare an Income and Experfditure Acco 


e petty cash float is used exclusively for 


at on 31.12.2002 was Rs.14,200. 


are an unt for the year ended 31.12.2002 showirig the net surplus or 
deficit arising separately from the tennis sect 


ion and badminton se tion. A he Balance Sheet 
of the Club as on 31.12.2002, a nee 
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ons E” 
goss owing is the Receipts and Payments Account of Sydney Club for the ye 


The ar ended 31st March. 


2003: Rs. Payment Rs. 
Salaries 
. 10,000)Creditors . = bes 
Bank nas 3,850 Printing and Stationery , 70,000 
gubscriptions Recel 202,750|Postage 40,000 
gntrance Lane 100,000 Telephones and Telex 52,000 
inerest Receive 58,000} Repairs and Maintenance 48,000 
cale of Assets 8,000|Glass and Table Linen 12,000 
iriscellaneous Income 9,000|Crockery and Cutlery 14,000 
Receipts at: Garden Upkeep 8.000 
Coffee Room 1,070,000|Membership Fees 4,000 
Biscuits ; 610,000} Insurance _ 5,000 
Swimming, Pool 80,000|Electricity 28,000 
Tennis Court 2,000]Closing Balance: 

Cash 2 . 8,000 
Bank 224,600 


72.153,600 


Fixed Assets (net) 
Stock 


Investment in 12% Government Securities 
Outstanding Subscriptions 
Prepaid Insurance 


The following adjustments are to be made while drawing up the Accounts: 

(i) | Subscriptions received in advance as on 31st March, 2003 was Rs. 18,000. 

(ii) | Outstanding subscriptions as on 31st March. 2003 was Rs. 7,000. 

(ii) | Outstanding expenses are salaries Rs.8,000 and electricity Rs. 15,000. 

(iv) The WDV of assets sold as on 01.04.2002 was Rs.10,000.These were sold on 1.04.2002. 

(v) Depreciation is to be provided at the rate of 10% on assets. s 

(vi) Purchases made during the year amounted to Rs. 1,500,000. 

(vii) The value of closing stock was Rs. 210,000. : 

(vii) The club as a matter of policy ‘charges-off to Income and Expenditure Account all purchases 
made on account òf crockery, cutlery, glass and linen in the year of‘purchase. . 


` Required: P . 
Prepare an Income and. Expenditure Account for the year ended 31st March, 2003 and the Balance Sheet 
on 3}st March, 2003 along with necessary workings. : (18) 
820 
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Question-9 ; The Sargodha Boys Club, F 

The following information is supplied to you by the Treasurer of TS THEY 12,2002, and thm thes 

details, prepare the Income and Expenditure Account for the yea lance 

Sheet as on that date: i ai i i 

(a) The club ied founded five years before when a loan of oo Toone of Interest, 
from a local authority. A club house was erected at the oie rieta j ene 

J . ai 0 d an. 

Loan Account. Rs. 80,000 has now been repaid on accoun ing 

(b) Subscriptions received during 20V2 totalling Rs.56,950, made up of the following-for 2001 
Rs.2,.750; for 2002 Rs.53,000; for 2004 Rs.1,200. A in alvaneE 
In 2001, some subscriptions for 2003 were received In a eo A 
When the annual accounts for 2001 were ba ean a was estimated that 2001 subscriptions 
arrears amounting to Rs.4,400 would be collected in 2002. i. ans 
On 31.12.2002, it was considered that subscriptions arrears of a would be received jn 

sei es tten-off. 

2003, but the subscriptions still in arrears for 2001 should by wri i 

(c) On 31.12.2001, the credit balance on the Life Membership Fund Account was Rs.47,200, During 
2002, amount received in respect of life membership amounted to oe ee 

(d) `. The net profit on bar during the year was Rs.10,500 after charging 1/2 0 sa n urchases and 
sales of bar during the year amounted to Rs.15,000 and Rs.30,000 respectively. The stock of bar 


on 31.12.2002 was Rs.8,000. 


(e) During the year ended, among others, the club paid for the following — 
Loan repayment Rs.20,000; Salaries Rs.15,000; Electricity Rs.5,500; Cleaning Rs.2,600; Sundry 


expenses Rs.8,200. a 
(f) The other assets and liabilities as on 1.1.2002 and 31.12.2002 were as follows (all figures in 


| Date [Cash and Bank [Equipments [Vehicles | furniture ] 
1.12002 80,000 40,000 
31.12.2002 65.000 


Question-10 


The following is the Receipts and Payments Account of Barisha Recreation Club for the year ended 
31.12.2002: - ' 
Receipts Rs__ Payments 


amounting to Rs.2,350. 


(14) 


Cash in Hand 500} Rent of Club House 

Cash at Bank F 6,000) Painting of club House 

Members' Subscriptions: ; : Wages of Ground Maintenance 1,500 
Ordinary for 2001 100}General Expenses 1,300 
Ordinary for 2002 1,800]Electricity Charges 1,800 
Ordinary for 2003 200] Investment i 10,000 

Life Membership Subscriptions - 2,000] Secretary's Honorarium 600 

Sale of Tickets for Annual Exhibition 10,000} Annual Meeting Expenses 400 

Sale of Refreshments 12,000] Sports Equipments $ 1,800 

Interest on Investments 1,300|Purchase of Refreshments l 5,500 

Sale of Furniture (on 30.6.2002) * 100|Printing and Stationery . 500 

(original cost on 1.1.2001 was Rs.500) Insurance ` 300 


Cash in Hand ` 2,000 
Cash at Bank 6,300 
‘ : : 34,000 

The following information is also available: 

(a) On 31.12.2001, outstanding subscriptions for 2001 were Rs.150. 

(b) On 31.12.2001, advance subscriptions for'2002 received were-Rs.50. 

(c) On 31.12.2002, outstanding subscriptions for 2002 were Rs.300. 

ea 
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A life membership scheme was introduced i 

t atiii : x n 2001. U : Sany 
subscription is Rs.500. Life membership subscriptions Al the cheme, life membership 
2001 alling Rs.2,500 were collected during 


On Lal 2002, Inv estment was Rs.20 000 and interest accrued on inv 
(e) Rs 1 200. 


On 1.1.2001, Furniture costing Rs.8,000 w ‘ ‘ 
depreciation on furniture and sports equipments @ Wane soe te ee epee Sane 
@ In 2001, a plot of land was purchased for Rs.20,000 to on wa ahit 

f Other assets and liabilities of the club we Sut ee 


A re: (all figures in rupees 
efreshment repaid snbacoed refreshmen? 
a ee a 


Prepare an Income and Expenditure Account for th 
Sheet as on that date. e year ended 31.12.2002 and also a B 


estment on 31.12.2002 was 


Required: 


uestion-11 
The Comrades club makes up Its account to 31st December in each year. On 31st December, 2002 the 
treasurer left the club premises and has not been seen since. An examination of the records showed that 


the books had not been written up for a considerable lime, and it was decided to reconstruct the figures 
from Ist January 2002. 


A summary of the Bank Account for the year showed the following: 


Receipts Rs Payments Rs 
Balance (1.1.2002) 416|Rent & Rates 460 
Bank deposits 42,610] Insurance 40 
Electricity 156 
Bar purchases * 35,067 
Telephone 59 
Cash withdrawn 5,848 
Balance as on 31.12.2002 ~ 1,396 
43,026 


The following information is also obtained: 
h The barman places takings in the bank 'night safe' on his way home for crediting to the-club 
account. The duplicate paying-in-slips total Rs.40,612 for the year. The treasurer had no access to 
bar takings or stock. 


2. The receipt counterfoils for members’ subscriptions total Rs.3,050 for the year. 
3. A summary of expenditure for petty cash was as follows: 
Glasses, crockery and maintenance Rs.1,310; Wages Rs.2,658; National Insurance Rs.210; 
Sundry expenses Rs.257. 
4. ` Outstanding amounts and prepayments at 31st December were: ; 
: 2001 2002 
Rates prepaid i : 26 28 
Rent outstanding a 40 82 
Electricity outstanding 24 18 


Sa The Bar stock on 1st January, 2002 was Rs.3,607 and on 31st December, 2002 was Rs.2,916. The 
cash in hand with the treasurer at the beginning of the year was Rs.35. f 


You are required to prepare: 
(i) A summary hg cash position for the year ended 31st December. 2002 indicating the amount, if 


.. any, to be claimed under the club's fidelity insurance policy; 
(i) An Income and Expenditure Account for the year 2002. (5) 


i a oe ar a ne 
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Question-12 ain complete double entry books of Account, E 


Far eet Ci dar Spain Account, and an Income and Expenditure Ac 
i a 


as on that dale (all figures in rupees): 
as 


Tom the 


A 5 ; Coy 
following details, prepare a Receipts Nt for 


e yea 2.2002, and a Balance Sheet . i TTA 
[owe | tie aime T ies en 
Subscriptions | Subscriptions Salaries ` 14.000 
AE soo f maoo ff 1.000 | 
19.600 5.600 [700 700 

1) Subscriptions for the year amount to Rs.70,000. 
2) Salaries paid Rs.15.400. $ 
3) 50% of investments was sold at Rs:6,720 on = niii 
4 Interest on investments left unsold was received. o. l 
5 Furniture having book value of Rs.1,400 was sold for Rs.700 at the beginning of the yedr. 
6) Sports goods were purchased at the end of the year: Airi 
7) Charge 20% depreciation on sports goods and 10% on fu . 
8) Sports expenses amount Rs. 14,000. i . 
9) Miscellaneous expenses are Rs.4,200 and rent amount to Rs.8,400. ay 


Question-13 


The Bilal Sports Club provides the following information: , cats i 3 

(1) The Club conducts all its transactions in cash — any surplus being paid into a Saving Account, 
Interest credited to this account for the year to 31.3.2003 was Rs.3,500. . 

(2) The Club has 100 members who pay an annual subscription of Rs.50 each. However, on 
31.3.2002, ten members had already paid their subscriptions for 2002-03. : 

(3) The Club has only two sources of income: subscriptions from members and bar sales. A profit 
margin of 30% of selling price is normally applied to determine bar selling prices but during the 
year Rs.3,970 of goods were sold at cost. 

A summary of the payments for the year is as follows (all figures in rupees): 

Purchase of Equipments (1.4.02) 1,000}Rental of Premises 

Lighting 2,620/Club Match Expenses 

Repairs to Equipments 1,760] Trophies (treated as an expense) 

Bar Creditors” 74,550|Refreshments for Visiting Teams ~ 

(5) other assets and liabilities (all figures in rupees): 


4. 46,000 8.400 
(6) Equipments are depreciated at 10% of the value of equipments held on 31st March each year, 
i You are required to prepare: i a 


(a) A Bar Trading Account for the year ended 31.3.2003; 
(b) A Receipts and Payments Account for the year ended 31.3.2003; 


(c) An Income and Expenditure Account for the year ended 31 -3.2003; and 
(d) A Balance Sheet as at 31 .3.2003. ` 


(4) 


(16) 
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jos sjet of Sandhead Club as on 31.12.2001 was as follows : 


| ance SMES ies Rs Assets ` 
hi nd La i 102,700|Building 100 300 
Ae Furniture 
io 14,000] Bar Stock 10,000 
ay cred in Advance 1,000|Bar Debtors 12.000 ' 
eerition Cash and Bank 15,000 
$ Subscriptions in Arrear 1,500 
155,500 — 155,500 


jowing are the transactions during the year 2002: 
pe [allo 


poo 00 annual members. In December 2001: it was deci 
fre n 100 p.a.. to Rs.150 p.a. from the y 
current ybscriptions at the old rates. Subse 
„owed exception of those due from 5 mem 


eh 5002 are in respect of 15 members. 
5 


‘e Membership Fund 


many years, life membership of the club cost Rs.1,000 but w.e.f. 1.1 .2002, the rate has been increased 
‘a 200. The life membership details on 31.12.2001 were as follows: 
oe 2002, 4 new members were enrolled and gne other member (who had joined in 1998) digd. 

ion 

i of 2002, the club received a donation of Rs.50,000. The amount was invested in 10% 
imt. Securities. As per the desire of the donor, the principal amount should be maintained for a period of 
years, but the income to be generated from that can be used for current operations. The interest accrued 
m31.12.2002 amounted to Rs.4,500. . . 
Bar 
The gross profit percentage is 20% on sales. Purchases made during the year were Rs.55.000-out of which 
330,000 on credit. During the year, amount received from debtors was Rs.32.000 and amount paid to 
he creditors was Rs.24,000. On 31.12.2002, debtors were Rs.10,000 and the value of the stock was 


Rs.25,000. The salaries and other expenses were Rs.4,000. p ™ 
Furniture 


Apart of the furniture was sold on 1.1.2002 for Rs.750. On 31.12.2002, the value of the'furniture was 
R.1080 after charging depreciation @ 10% p.a. 

Expenses f 

During the year, the club paid for the foliowing: - f 


aes Rs.12,000; (ii) Repairs Rs.5,000; (iii) Electricity Rs.12,000; (iv) Miscellaneous expenses 
ani 0. g 


4s are required to prepare: 
Receipts and Payments Account; : 


rae and Expenditure Account for the year ended.31.12.2002; and 
‘lance Sheet as on that date. - 


ded to raise the subscriptions from the 
car 2002. The members who have paid in advance will be 
riptions in arrear on 31.12.2001 were received during 2002 
bers which is to be treated as bad. Subscriptions in arrear for 


(20) 
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are a Receipts and Payments 


Question-15 


From the following information, prep 
December.2002. 


Receipts: 
Donation for Building Rs.60,000; 


Sale of old newspapers Rs.500; 
Fees for coaching Rs.2,000; 


Sundries Rs.200: 
Subscriptions realised for 2001 Rs.4,000; 


Subscriptions for 2002 Rs.25,000; 
Subscriptions for 2003 Rs.600. 


i 


Payments: 

Salaries Rs.6,000; 

Repairs Rs. 1,000; 

Newspaper Rs-1,000; 

Printing and Stationery Rs.500; 
Rates and Taxes Rs.1,000; 
Electricity Rs.400; 

Sundries Rs.200: 

Construction of Building Rs.50,000. 


. © o ò oso 


Other Information: 
(i) Subscriptions to be realised for 2002 Rs.1,200: 


(ii) Outstanding Expenses: Repairs Rs.100; Printing Rs.400. 
Also pass journal entry for building donation received and constructi 


ee 
” 


\ 


ANISA T Ony 


Accounts for the year ended 3 
Ts 


Cash-in-Hand: Ist January Rs.1,000; 31st December 2002 Rs.33,200. 


on of building. (12) 


Question-16 , | 
The following balances are obtained from the'books of Kanpur Cricket Club as on 31.3.2002 and | 


31.3.2003 (all fi 


Buildings 
Furniture 
Advance Subscriptions 

Arrears of Subscriptions 
Prepaid Expenses 


5,000|Books 
1,000|Cash 


Consider the following information relevant to the year 2002-03: 


(i) 


— Rs.5,400; Books — Rs.1,800. 
Some old furniture standing in the books for Rs.6,000 as 


ures in rupees): 
[31.3.2002 _]31.3.2003 


85,500) Outstanding Expenses 
30,600}Sports Equipments 
1,000] Investments f 


Depreciation provided for the year: Building — Rs.4,500; Furniture — 


[31.3.2002 [31.3.2003 | 


Rs.3,400; Sports equipments | 


on 1.4.2002 was sold for Rs.4,000 on | 


CE: 
_ the same date. 

(iii) The Club had 300 members on 31.3.2003 as per the Register of Members. No fresh members | 

were admitted during the year but 10 members left the Club on 1.10.2002. 

(iv) Subscriptions payable - Rs.15 per month. 

(v) Donation received Rs.5,000 has been capitalised. 

(vi) Considerable expenses were paid during the year. 

Required: i 


Prepare a Receipts and Payments Account and income and Ex 
31.3.2003 and the Balance Sheet as on that date. 
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penditure Account for the year 
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on-1 
user Receipts and Payments Account of Woodb 


urn C 
nen k Expenditure Account for the year ended 3 antl 
n 


e ye 
1.12.2002 p he Year ended 31.12.2002. 


peon follows; 
pomt 
ations 430 
gjpseriptions 600 
1,030 
y censes 
ies 
salari nl expenses : 700 
enera! ©" f assets 200 
pepreciation © : 120 
. (1,020) 
surplus 10 


adjustments were also to be made for the followin 


(80 but Rs.72 only of this amount ised i snti : : 
1.1.2002. Rs were realised in 2002. Subscriptions received in advance 
m 31.12.2001 were Rs.20 and 31.12.2002 were Rs.16. Subscriptions for 2002 outstanding at 31.12.2002 


ere RS.28. Fixed Assets on 1.1.2002 were Rs.1,040. Fixed Assets (aft iati è .1,080 on 
"2.2002. Cash in hand on 31.12.2002 was Rs.264, een (12) 


g items: Subscriptions for 2001’ outstanding on 


westion-18 : 
hone Expenditure Account of Boat Club for the year ended on 31.12.2002 stood as follows: 
Income $ : se 
Subscriptions 
Entrance Fees 
Donation 
Sale of Old Periodicals 


Expenses 

Salaries 

General Expenses 

Audit Fees 

Printing and Stationery: 
Interest and Bank Charges 
Rent 

Periodicals 

Travelling Expenses 
Depreciation on Furniture 


Surplus 


The following is the Balance Sheet of the Club as at 31.12.2001: e 
Funds and Liabilities Rs _ Assets Rs 


Liabilities for: Salaries 1,500|Fuiniture 7,500 — 
Rent 500|Sports Equipment 10,000 
Advance Subscriptions (2002) 1,000|Subscriptions Receivable 4,000 


General Fund 37,000|Cash and Bank - 18,500 . 


Other details on 31.12.2002: Salaries outstanding-Rs.2,500; Subscriptions outstanding-Rs.3,000; 


ubscriptions received in advance-Rs. 1,000. 
Required: 


Prepare Receipts and Payments Account for 2002 and Balance Sheet as at 31.12.2002. (14) 
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PRACTICE SOLUTIONS 


Answer-1 


` Gulshan Joy Club 


ncome and Expenditure account 
ir the year ended December 31, 2012 
Incomes 
Entrance Fee 
Donation . 
Subscription (W-1) 
Tournament Expenses 
Electricity (W-4) 
Salaries and Wages 
Depreciation on Sports Equipment (W-2.1) 
\ Depreciation on Furniture 

i (112,883) 

Surplus —— 64,217 
Gulshan Joy Club 
Balance Sheet 
as on December 31, 2012 " 


Capital and liabilities 
Capital 

Opening.Fund « 
Surplus/(Deficit) 


Current Liabilities 
Subscription Received in advance 


Electricity Payable ` 


Total 


Assets 
Non-Current Assets 
Sports Equipment 
Club Ground 
Furniture 


Current Assets: 
Subscription Receivable 
Cash and Bank Balance 


Total 


827 


(W-5) a f 736,500 
64,217 


800,717 


7,500 
3,000 | 
10,500 


811,217 


- — 


(W-3) . 
N i 677,417 


8,000 
125,800 


133,800 


811,217 
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yoRKINGS 
Ww) “receivable Subscription account Gk 
5 ’ Op. adv: z 
| and E (Bal.) 144,500 Cash ia 12,000 


135,000 
cl. advance (3.000 + 


124.500 +7 
7,500 | cl, receivab 500) 


le 8,000 
Dr. 


7 S re equipment c 
d bank :000 Depreciation (W 4 ; 
-2. 
Cash ar 35,000 c/d (bal.) 1) 34.083 


w) 


150.917 
w1) Depreciation 
On opening assets (150,000 + 20%) s 
On additions (35,000 » 20% » 7/12) 4.083 
34.033 
(w-3) De Furniture Cr. 
b/d 85.000 | Depreciation (85,000 > 10%) 8.500 
c/d (bal.) 76.500) 
w) Dr. Electricity . cy. 
Cash and bank 26,000 | op. ; 
cl. 3.000 | | and E (Bal. 39.000 
(W-5) Opening fund Rs. 
Assets 
Sports Equipment [450.000 | 
Club Grounds eee 
Furniture f 853.000 
Subscription Receivable | 3,000 
Cash and Bank Balance | 60.500 | 
748.300 
Liabilities 
Subscription Received in advance 12.000 


{12,000 ) 
— w00 
° 736,500 
Answer-2 a 


Friends Association 
Income and Fapenditure account 


For the year ended December 31, 2011 
lacomes 


\ Rs. 
Subscription (Wel) [12,0001 
Arance Fee j 2000 | 
terest on Iny estment 1,500 | 
Mation 750 | 
16,250 
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Expenses 

Rent (W-3) 

Salaries and Wages (W-2) 

Depreciation on Furniture (1,500 x 10%) 

Repairs 

Surplus 

WORKINGS 

(W-1) Dr. Subscription account Cr. 
op. receivable - | op. advance 
l and E (Bal.) ` 12,000 | Cash and bank 10,500- 
cl. advance i 500 | cl. receivable 2,000 

(W-2) Dr. Salaries expense __ > _- Cr, 
op. - | Land E (Bal.) 8,500 
Cash and bank 8,750 | cl. . 250 

(W-3) Dr. Rent expense. Cr, 
Cash and barik 3,300 | op. 4 - 
cl. (3,300/11 x 1) i 300 I and E (Bal.) - 3,600 

Answer-3 


Lahore Sports club 
Income and Expenditure account 
for the year ended March 31, 2010 


Incomes Rs. 

Entrance Fee . ` 30,000 
Subscription (W-1) 170,000 
Locker's Rent (W-2) : 27,800 


227,800 
Expenses ` 
Rent (W-4) 
Stationery (W-3) 
Wages 


Depreciation on Billiard Tables (125,000 x 25%) 
Repair and Renewals 


(121,620) 
Surplus . 106,180 
Lahore Sports club 
Balance Sheet 
as on March 31, 2010 


Capital and liabilities 


Capital . 3 
Opening Fund (W-5) , 31,550 
106,180 


Surplus/(Deficit) i ' SELT 
137, 


829 | 
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A y ji abilities 

| 4 ý ae ceived in advance 

4 nif 


é 7,000 
Posctfl ` 24,000 
| 


31,000 
la 168,730 
| ets ts l 
Boen Asse 
| 9 Tables (125,000 - 31,250) ETN 
{pin Assets: ? 
| nk 
ist or Receivable 
see Rent Receivable 
woo 
oRKINGS 5 
mi) Dr Subscription account 
op. receivable 13,500 | op. advance ` s 
I and E (Bal.) 170,000 | Cash and bank , 197,500 
cl. advance 24,000 | cl. receivable ; 10,000 
WW) Dr. Locker rent account Cr. 
op. receivable 5,000 | op. advance = 
land E (bal.) 27,800 | Cash and bank 24,300 
cl. advance , 0 | cl. receivable 8,500 
V3) _Dr. Statione! 
Cash and bank 5,000 | I and E (bal.) 
, cl. 780 
(V4) Dr. . 


Rent expense : Cr. 
Cash and bank 60,000 :| op. 6,000 
cl, 3 7,000 | I and E (bal.) E 61,000 
(5) Opening fund ` : Rs. 
Assets : 


Cash & Bank , i p oT 
Subscription Receivable ' 13,500 
Locker Rent Receivable 2000 
s 38,500 
Liabilities o 
——— . 
Rent Payable ka 
Stationery Payable i l 6,950 
š ` : i - 31,550 


— 


IE eee ee eke 
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Answer-4 


Incomes 

Card and billiard room receipt 
Profit from bar 

Subscription 


Expenses 
Rent 


Rates, taxes and insurance 
Secretary’s honorarium 
Entrance fees 

Steward and servant wages 
Printing and stationery 
Law charges 


Washing of liveries and sundries 


ACCOUNTING FOR NOT-FOR-PROFIT ORGAN Atig 


Lahore Club 
i n 
Income and Expenditure accou 
for the year ended March 31, 2003 


(W-l) 
(W-2) 


Repairs to club house and furniture 


Depreciation 
Conversion expenses 
Interest on loan 


Surplus/( Deficit) 


Fund and liabilities 
Fund 
General Fund 


Surplus/ (Deficit) 


Loan Payable 
Current Liabilities 
Creditors 

Rent payable 


Interest payable 


Total 
Assets 


Non-Current Assets 
Furniture and fixture 
Club House 


Extension of Club House 


(1,000 + 800 + 200) 


(20,000 x 15% x 9/12) 


Lahore Club 
Balance Sheet 
as on March 31, 2003 


/ 
(2,250 — 1,000) 


(10,000 — 1,000) 
(40,000 — 800) 
(10,000 — 200) 


EA 
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urrenl Assets: 


a 

pank 3,000 

cash 2,000 
saat i 2.400 

y spscription receivable 

subs 


cks (400 + 600) 2,000 
Stocns 


1,000 
~~ 10,400 
Total : 68,400 
r GS 
WORKIN i 
(Wel) Profit from bar l Rs. Rs. 
Revenue ' 5,000 
Less: COS ‘ 
Op. stock 
Purchases í 
Less: Cl. Stock (400 + 600) 
Profit 1,500 
(W-2) Dr. Subscription account 3 Cr. 
Land E (bal.) . s 32,000|Cash 30,000 
; cl. receivable 2,000. 
Answer-5 : 
Medical Aid Society 
Income and Expenditure account 
for the year ended December 31, 2002 
Incomes 
Donations ; 
Interest on investments 
Charity show profit (10,000 — 1,000) - 
Subscription (W-l) 
Expenses - 
Medicine consumed (W-3) 
Honorarium to doctors 
Salaries 
Sundry expenses 
Depreciation . i 
- Equipment f (21,000 + 15,000 — 30,000) 
: Building i (40,000 - 38,000) 
i - (75,000) 
Surplus/(Deficit) 6,500 
oe E a 
832 ` 
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Medical Ald Society 
Balance Sheet 
as on December 31, 2002 
Fund and liabilities 
Fund 
Opening fund (W-4) 
Surplus/(Deficit) 


Current liabilities 
Amount due to medicine suppliers 
Subscription in advance 


Total 

Assets 
Non-Current Assets 
‘Equipment 
Building 


Investments 

Current Assets: 
Subscription receivable 
Stock of medicine 
Cash and bank 


Total 

WORKINGS 

(W-1) Dr. Subscription account ` 
op. receivable 500}op. advance 
Land E (bal.) 51,000}Cash 
cl. advance 500}cl. receivable 

(W-2) Dr. Creditor for medicine 
Bank ` 30,000} op. 

> selh 12,000|Purchase 

(W-3) Dr. Medicine stock account 

op. 10,000}I and E 


ž Creditors(Purchases) (W-2) 
(W-4) Opening fund 


Assets 
Subscription receivable 
Stock of medicine 
Equipment 

Building 

Investments 

Cash and bank 


34,000ļ|cl. ` 


*(7,000/7 x 100)" 


Liabilities 
Subscription in advance 
Amount due to medicine suppliers 


853 
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68,000 


Rs 
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income is grossed up to calculate the opening cost of investment. 
a tere” vestments are not appearing on the payment side in receipt and payment account it means that investments 


ey aa since last year. 
yf the g since la 

caring 
are OPP 


k Club 
answer Income and Expenditure account 
2 for the year ended March 31, 2003 


neont. (N 
es 
rance fee 
a from restaurant (W-l) 
ri 


competition profit Ap E En 
Miscellaneous income 


gubscription (W-2) 


Expenses 

Wages 

Rent 

Rates > 
Secretary's salary 
Lighting, cleaning and sanitary services 
Printing, postage and sundries 

Depreciation’ (48.000, x 10%) 


(7,500/18M x 12M) 


(42.200) 
6,440 
Surplus'(Deficit) 
Club 
Balance Sheet 
as on March 31, 2003 


Fund and liabilities 
ae ila 50,390 
Opening Fund 6'440]. 


Surplus/(Deficit) ; 56,830 


Current Liabilities 5,600 
Suppliers of restaurant - ' 400 
Subscription in advance 


Non-Current Assets 

Furniture and equipment (48,000 — 4,800) 
Fixed Deposit 

Current Assets: 

Cash and bank 

Restaurants stock 

Subscription receivable 

Prepaid rent (7,500/I8M x 3M) 

Prizes in hand i 


Total 


834 
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WORKINGS Rs. Rs. 
(W-1) Profit/(loss) from restaurant 56.800 
Revenue K 
Less; COS 
Op. Stock 
Purchases (\W-3) 5 
Less: Cl. Stock (50,400) 
Profit = 6,400 
(W-2) Dr. Subscription account Cr, 
op. receivable 700] op. advance 
land E (bal.) 29,620|Cash and bank pci 
cl. advance 400|cl. receivable ,000 
(W-3) Dr. Suppliers for restaurants Cr. 
Cash and bank 50,400] op. 5,200 
cl. 5,600|Purchases (bal.) 50,800 
(W-4) ` Dr, Prizes account Cr; 
op. - 800|landE (bal.) 4,300 
Cash (Purchases) 4,000]cl. 500 
(W-5) Opening fund Rs, 
Assets i 
Cash and bank / 


Furniture and Equipment 
Restaurant stocks 

Stocks of prizes 
Subscription receivable 


Liabilities . f 
Rent Payable (1.1.2002 — 31.3.2002) (7,500/18M x 3M) 
Suppliers of restaurant 


Answer-7 New Murree Recreation Club 
Income and Expenditure account 
for the year ended December 31, 2002 


Incomes 

Profit from tennis section (W-1) 

Profit from badminton section (W-1) 

Profit from annual dinner (12,000 — 10,500) 
Interest income (W-3) 


Subscription 
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Mis g expense swa 
po ciation 
pene’ 'purniture 5.000 x iii: 
pus Deficlt) im 
suf New Murree Recreation Club ae 
Balance Sheet. ~ 
on D 


ecember 31, 2002 


Rs, 


a 


pad 

opening Fund 

sts Defi) 16-200 
433,700 

‘ay coaching scholarship fund i 

New ilities 10,000 

remis membership in advance — (W-4) 54,000 

rota 497,700 

ssel8 : 

Club house 

Tennis court (100,000 + 100,000) 


Less Accumulated depreciation (20,000 + 20,000) 
Badminton court 
Less: Accumulated depreciation (15,000 + 5,000) 


Furniture (25,000 = 2,500) - 
Bank deposit account 
Current Assets: 
Cash and bank 
Petty cash 
Total è i , 107,700 
WORKINGS 
(Wl) Profit from tennis section and badminton section Tennis Badminton 
Membership subscription (W-4) ; 6,000 
Stctional subscription 3 2,000 
Eny fee 20,000 
, : j 58,000 

lss Expenses 

On tournament 

Depreciation 

‘ Tennis court. (100,000 + 100,000)/10 


i Badminton court (50,000/10) 
General expenses f 


47,000 19,000 
Profi 11,000 7,000 
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ROFIT ORGANISATIONg 


OT-FOR-P 
CHAPTER-12 ACCOUNTING FORN 


Jo Petty cash Cr, 
o» a — 500|Postage exp. (bal.) 1,000 
20 

Cash and bank >- 700|c/d 0 


(W-3) Bank Deposit account Cr. 
op. 


Cash and bank 3,000 a 
Interest income (bal.) 1,200]cl. 200 
Cr, 

(W-4) Dr. Tennis membershi 

land E (bal.) 6,000]Cash and bank 60,000 

cl. (60,000/10 x 9) 54,000 
Answer-8 

Sydney Club 
Income and Expenditure account 
For the year ended March 31, 2003 

Incomes i p 
Subscription (W-2)® 
Entrance donation . ` 
Interest income (500,000 x 12%) 
Miscellaneous income 
Profit from bar (W-1) 


Swimming pool 
Tennis court 


e 


Expenses h 
Loss on disposal of assets (10,000 + 8,000) 
Depreciation (W-5) - 
Salaries (120,000 + 8,000) 
Printing and stationery j 
Postage P 
Telephone and telex 

_ Repairs and maintenance ~ 
Glass and Table Linen 


Crockery and Cutlery 
Garden Upkeep 
Membership fees i - 
Insurance (W-4) 
Electricity (28,000 + 15,000) 
: : (476,000) 
Surplus/(Deficit) i ' (20,250) 
Sydney Club f . e 
Balance Sheet 
as on March 31, 2003 
Fund and liabilities ets ; ; f Rs. 
Fund i j 
Opening Fund (W-7) . 1,029,850 
Surplus/(Deficit) : š 20,250 
å ; 1,009,600 
Building Fund account i : A 250,000 . 
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wel) Profit from bar 


Revenue 
. Coffee room 


- Biscuits 


Less: COS 
Op. stock 
Purchases 
Less: Cl. Stock 


Profit 
(W-2). Dr. 


op. Receivable, 


I and E 


(W-3) 


(W-5) 


_ (60,000 — 58,000) 


Subscription account 
12,000] op. advance 
194,750|Cash 
18,000|cl. receivable 


441,000 
500,006 


451.600 
1,392,600 


1,070,000 
610,000 


1,680,000 


cl 
(W-4) Dr. Insurance expense Cr. 
op. E andE (bal.) : 6,000 
Cash . 5,000|cl. i A 
(W-5) - Fixed assets - at WDV Cr. - 
500,000] Disposals 
Depreciation : 49,000 
(500,000 - 10,000 ) x 10% 
` 441,000 


cl. (bal.) a 


g 


eeen 
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CHAPTER-12 


(W-6) 


Opening fund 

Assets 

Cash 

Bank 

Fixed assets 

Stock 

Government securities 
Subscription receivable 
Prepaid insurance 


Liabilities 

Sundry creditors 

Subscription received in advance . 
Building Fund 


* Sargodha Boys Club 


Answer-9 
Income and Expenditure account 
for the year ended December 31, 2002 
Incomes 
Profit from bar (W-1) 
Subscription (W-2) 
Expenses 
Salaries _ (15,000 x 1/2) 
Electricity i 
Cleaning 
Sundry expenses 
Bad debts 
Depreclation 
- Equipment (15,000 — 12,000) \ 
- Vehicle (80,000 = 65,000) 
- Furniture (40,000 = 36,000) 


Surplus/( Deficit) 


Fund and liabilities 


Fund 


Opening fund 


Sargodha Boys Club 
Balance Sheet 
as on December 31,2002 ‘ 


(W-9) 


Surplus/( Deficit) 


Life membership fun 


Loan 


(W-5) 
.  (W-3) 


Current Liabilities 


Subscription in advance 


Total 


839 


ACCOUNTING FOR NOT-FOR- 


PROFIT ORGANISATIONS 


377,000) 


1,029,850 


— (47,450) 
19,850 


3,550 
372,600 


patenedeaitiemeteeeee el 
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w 
; sock 
and bank 


(W-4) 
cuvcription receivable 
$i 


toi 
ra) Profit from bar 
gevenu? 
Less: cos 
Op. Stock (W-8) 
Purchases 
jes: CI, Stock — 
Gross profit 
{ess} Salarles : (15,000 x | 12) 
profit ’ 
We) Dre : . Subseri ton acco 
7 = unt 
and EÈ (bal.) 56,800/Cash and bank 
ê s Bad debt (4,400 - 2,750) 1,650 
cl, Advance (1,200 + 2,350) 3,550|cl, receivable 3.800 
3) Dr — Loan account p 
Cash and bank 20,000fop, ~ (bal) T 
cl, (200,000 = 80,000) ` 120,000 i 
Ww) . Receipt and payment account 
Receipts Rs, 
b/d 20,000 
Bar purchases 15,000 
Subscription 56,950|Salaries 15,000 
- Life membership fund 27,000] Electricity 5,500 
Bar sales 30,000)Cleaning 2,600 
Sundry Expenses 8,200 
c/d (bal.) 72,800 
(Ws) Dr, ` Life membership subscription Cr, 
3 b/d 47,200 
c/d (bal.) 74,200|Cash l 27,000 
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FOR-PROFIT ORGANISATIONS 


CHAPTER-12 ACCOUNTING FOR NOT- 


(W-6) r 
Net Profit = Gross profit - Expenses (1/2 of salaries) 


10,500 = X - (1/2 of 15,000) 
X = 18,000 
(W-7) Calculation of cost of sales “ 
Sales - COS = Gross profit (W-6 ) 
30,000-X = 18,000 * 
X= 12,000 
(W-8) Calculation of opening stock at bar 
= Op stock + Purchases-cl. Stock 


COS (W-7) 
12,000 = X + 15,000 - 8,000 


, X = 5,000 
(W-9) Opening fund , Rs. 


Assets 
Club house 
Equipment 
Vehicle 
Furniture ; 

Cash and bank | 3 
Subscription receivable 
Bar stocks 


(W-8) 
344,550 


(W-3) 140,000 
; - 47,200 

2,350 

189,550. 

155,000 


Liabilities 

Loan payable 

Life member ship fund 
Subscription in advance 


Answer-10 i 
Barisha Recreation Club 
Income and Expenditure account 
for the year ended December 31, 2002 


Incomes 

Subscription A (W-2) 

Sale of tickets for annual exhibition . 
Interest income (1,300 + 1,200) š 
Profit from refreshment (W-1) 


Expenses 

Rent expense (W-5) 
Painting of club house 

Wages of Ground Maintenance. 

General Expenses 

Electricity Charges 

Secretary's Honorarium 

Annual Meeting Expenses 
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-12 
wi 1 
( 
ing and Stationery 
in : 
it of furniture 


gu lus Deficit) 


fund and liabilities 
und 

pening u 3 
surplus/(Deficl ) 

i subscription 
al Liabilities 
pent payable 


Creditor for refreshment 
gubscription in advance 


Total © 


Assets 

Non-Current Assets i 
Land 

Sports equipment 
Furniture 


Less: Accumulated depreciation 


Investments 
Current Assets: 


Interest receivable on investment 


. Stock of refreshment 
Prepaid insurance 


Subscription receivable , 


Bank 
Cash 


Total 
WORKINGS 


ACCOUNTING FOR NOT. 


(W-4) 
(500 ~ 75) -100 


(8,000 ~ 500) 


x 10% + 
(1,800 x 10%) . 6 + (500 x 10% x 6/12) 


Barisha Recreation Club 


Balance Sheet 


as on December 31, 2002 


(W-7) 


(W-6) 


(1,800 — 180) 
(8,000 — 500) 
(800 + 775 - 75) 


"(20,000 + 10,000) 


(W-2) 


(W-1) Profit from refreshment activity 


Revenue 

Less: COS 

Op. stock 
Purchases 

Less: CI. Stock 
Profit 


842 


PROFIT ORGANISATIONS 


(9,600) 


11,650 


12,000 
69,620 


1,900 
~ 5,600 


(3,400) 


; 6,600 


Scanned with CamScanner 


CHAPTER-12 


ACCOUNTING FOR NOT-FOR-PROFIT ORGANISATIONg 


(W-2) Dr, Subscription account Cr, 
op.receivable 150/op. advance 50 
“tine E (bal,) 2,150/Cash (100 + 1,800 + 200) 2,100 
clvadvance 200\c}, Recelvable (300 + (150 ~ 100) 350 
(W-3) Dr, ` Creditor for purchases Cr, 
Bank 5,500]op. ' 400 
cl, $00]Purchases (bal.) 5,600 
(W-4) Dr, Insurance expense Cr, 
op, 70|landE  (bal.) 320 
Cash 300fcl, 50 
(W-5) Dr, Rent expense Cr, 
Bank J ; 
c/d 100|landE (bal) 
(W-6) 
c/d (bal) 4,500 > [Cash 2,000 
(W-7) Opening fund Rs, 
Assets 
Cash in hand 
Cash at bank 
Subscription receivable 
Stock of refreshment 
Prepaid insurance 
Investment 
Land - 
Furniture 
Less ; Accumulated depreciation (8,000 x 10%) 
Liabilities = 
Subscription in advance 
Life membership subscription 
Rent accrued 
Creditors for refreshment 
nswer-11 i 
(i) Dr, ; Cash account Cr. 
Op. 35|Bank 42,610 
Glass, crockery etc, ` , 1,3 10 
Subscription 3,050] Wages 2,658 
Bank 5,848} Insurance 210 
Bar room takings 40,612/Sundry expense "257 
Insurance receivable (bal.) 2,500 
cl. aes 
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AC I 
aren COUNTING FOR NOT-FOR-PROFIT ORGANISATIONS 
ü f Comrades Club ig 
Income and Expenditure account 
for the year ended December 31, 2002 
DI 
pon abar - (Wl) 
profit from 
gubseription 
enses 
= and rates (W-2) 
Insurance _ (40 + 210) 
plectricity (Ws) 
hone 
ie crockery and maintenance 
Wages 
sfkiry expenses 
` (5,184) 
surplus/(Deficit) f 2,720 
R r 
WORKINGS a 
(W-l) Profit from bar | Rs. | 
Revenue g 40,612 
Less: COS . 
Op. Stock : 3,607 
Purchases | (W-3) 35,067 
Less: Cl. Stock - ` (2,916)} (35,758) 
Profit 4,854 
(W-2) Dr. Rent and Rates expense 3 Cr. 
b/d 3 
Bank (bal.) 
c/d 82|c/d 28 
(W-3) Dr, i Electricity expense Cr. 
Bank 156]op. 24 
cl. 18|I and E (bal.) ` 150 
Answer-12 


Universal Brotherhood Club 
Receipt and payment account 
for the year ended December 31, 2002 


4 14,000] Salaries z 


Subserine ' ’ 5.600) 
p eription(W-1) 67,200|Sports goods purchased (11,200 — 5,600) 5,600 
mestments Sold 6,720|Sports expenses 14,000 
spon eome (7,000 x 5%) 350| Miscellaneous expense 4,200 
700)Rent 8,400 
c/d (bal.) 41,370 
ry ec ia a Si i cnn, 
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CHAPTER-12 


Incomes 


interest income on investments 


Subscription 


Expenses 
Salaries 


Sports expenses 
Miscellaneous expenses 
Rent 


Loss on sale of investments 


Loss on sale of furniture 
Depreciation 
-  Fumiture 
-- Sports goods 
`~ 


Surplus/( Deficit) 


Fund and liabilities 
Fund 

Opening Fund 
Surplus/( Deficit) 


Current Liabilities 
Salaries payable 
Subscription in advance 


Total 

Assets 
Non-Current Assets 
Furniture account 
Sports goods 


Investments 

Current Assets: 

Cash and bank 
Subscription receivable 
Salaries prepaid 


1 


Total 


845 


` (11,200 — 1,120) 


“ah a 
ACCOUNTING FOR NOT-FOR-PROFIT ORGANISATIONS 
Universal Brotherhood Club 


i t 
Income and Expenditure accoun 
for the year ended December 31, 2002 


(7,000 x 5%) 
(W-2) 


(7,000 - 6,720) 
(1,400 - 700) 


(2,800 - 1,400) x 10% 
(5,600 x 20%) 


(42,840) 


27,510 
m 


Universal Brotherhood Club 
Balance Sheet 
as on December 31, 2002 


(W-4) | ; 46,200 


(W-3) 


` 
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ACC 
see OUNTING FOR NOT-FOR-PROFIT ORGANISATIONS 
( [j 
GS 
ork ; Subscription account 
w? op. receivable 14,000]op. advance 2,800 
jand E 70,000|Cash and bank (bal.) 67,200 
cl. advance 5,600|cl. receivable ` 19,600 


Salaries payable 


wo P 53 
< Cash and bank 15,400]I and E (bal.) 14,000 
veh 700|cl. (Adv.) 700 
y.3) Dr Furniture account Cr. , 
(\ op. - 2,800|Disposal 1,400 
y Depreciation (2,800 — 1,400) x 10% 140 
cl. (bal.) 1,260 
(wed) Qpening fund Rs. 
Assets 
Furniture 
Sports goods 
Investments 
Cash and bank 
Subscription receivable 
z 50,400 
Liabilities . i : 
Subscription in advance P 
Salaries payable on . . 1400 
j : “_ 4,200 
ig . 46,200 
Answer-13 
(@) 
Bilal Sports Club 
Bar Trading account 
_ for the year ended March 31, 2003 
. [ Rs. | 
Revenue (see below) 101,370 
Less: COS M 
Op. stock ` 
Purchase (W-2) ` 
Less: Cl. Stock 
Profit 29,220 
Calculation of sales l 
Sxl sale . (As above) 72,150 
| w Cost of goods which are sold at cost , g — (3,970) 
a of goods which are sold at 30% of selling price 68,180 
$ ke Price of goods which are sold at profit (68,180/70 x 100) 97,400 
‘ 18 Price of goods which are sold at cost 3,970 
al sales i "101,370 
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NG FOR NOT-FOR-PROFIT ORGANISATIONg 


CHAPTER-12 ACCOUNTI 


(b) 
Bilal Sports Club 
Receipt and payment account 
for the year ended March 31 2003 


Receipts Rs. [Payments : 
Subscription (W-1) 4,500|Purchase of equipment 1,000 
Bar sales (part-a), 101,370]Lighting 2,620 
Repairs to equipment 1,760 
Bar creditors 74,550 
Rental of premise 10,000 
Club match expenses 6,750 
Trophies 4,240 
Refreshment for visiting teams , 2,350 
Saving account (bal.) 2,600 
c/d 2 
C 
(c) Bilal Sports Club 
Income and Expenditure account 
for the year ended Marċh 31, 2003 i 
Incomes i Rs, 
Profit from bar (part-a) 
Interest on saving account 
Subscription (W-l) 
Expenses. 
Lighting 


Repairs to equipment 
Rental of premises 
Club match expenses 


Trophies 
Refreshment for visiting teams 
Depreciation (40,000 + 1,000) x 10% j 
l (31,820) - 
Surplus/(Deficit) 5,900 
(d) Bilal Sports Club 
Balance Sheet 
as on March 31, 2003 i 
Fund and liabilities > ne Rs. j 
Fund i | 
Opening Fund å (W-4y 87,600) 
Surplus/( Deficit) is i 5,900) 
i , i 93,500 | 
Current liabilities 
Bar creditors 4,700 
Total . 98,200 
——— |} 
Assets 4 ] 
Non-Current Assets i | 
Equipment (40,000 + 1,000 — 4,100) h ; < 36,900. 
——— @ 
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sTER-12 
pak 


op ASS ets 
s stock 
ai ing account 
Ki 


wal e 
wORKI NGS 


1) DE z 
" op. Receivable 


JandE (100x 50 
cl. advance 


w) Dr. 


W- 3) Dr. 
b/d 


Interest 
Cash (put in) (part-b) 
(W-4) Opening fund 


Assets 


Equipment 
Bar stocks 
Saving account 


Liabilities 


Subscription in advance 


Bar creditors 


Answer-14 


) 


Receipts 
b/d 


Subscription (W-2) 
Life mem. fund (W-6) _ 
Donation 


Bar sales (W-4) 
Bar debtors 
Sale of furniture 
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For the year ended December 31, 2002 


ACCOUNTING p 
FOR NOT-FOR-PROFIT ORGANISATIONS 


(W-3) “9.200 
52,100 


61,300 
98,200 
Subscription account C 
r, 
-|Op. Advance (10 x 50) f 500 


5,000}Cash and bank (bal.) 
-|cl. receivable 


Creditor for bar T: 
Cash and bank 74,550]op. 6 7 
d. 4,700|Purchase (bal.) 72,950 


Saving account 


~ 2,600]c/d (bal.) 


Sandhead Club 
Receipt and payment account 


Rs. |Payments © Rs. 
15,000] Bar purchases (55,000 — 30,000) 25,000 
Bar creditors ’ 24,000 
42,250|Bar salaries and exp. 4,000 
4,800|Govt. Securities : - $0,000 
50,000] Salaries 12,000 
. 20,000} Repairs , -7 5,000 
32,000|Electricity. 12,000 
` 750|Miscellaneous exp. -~ 14,000 
c/d fe __- 18,800 
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